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The object of this book is to present in a brief fonm 
the major tendencies likely to arise in the economic 
sphere as a consequence of the partition of the countrs'. 
This book ^vill enable the average citizen to have all the 
essential facts on the subject in an easily understandable 
form so that he can form his o^^’n judgment on any 
economic problem arising out of the partition. It will 
thus help in removing the prevailing confusion and mis- 
understanding on this problem in the public mind. The 
book will be of invaluable help in grasping a current 
problem of vital , importance both to the student of 
ccoriomics as well as the average citizen. The author has 
presented his material in non-technical language as far 
as possiblcj making it easy for the lawman to take interest 
in a problem which should^'tie the concern of all. 

The main conclusion of the book .is that the two 
Dominions arc economically interdependent, requiring an 
agreed economic policy and a common Customs Union 
in mutual interest. The author feels that such a policy 
ought to have been a part of tlie Financial Agreement 
recently made with Pakistan, whose economic implica- 
tions have been analysed 'in a manner, ivhich ■ivill serve 
as an eye-opener to many. 
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PREl'A C E 


THE SERIES 

The object ol these handbooks is to present in a simple 
manner different economic problems relating to India as well 
as those in which India is likely to be interested. The Series 
will aim at covering the entire range of economic problems 
in course of time. Special attention will be given as far as 
possible to current topics. The treatment will be scientific-, 
and each handbook will be -written b}' a person who has 
specialised in .the particular subject and will, therefore, be 
authoritative. The exposition will be such that it may be 
easy for the layman to understand the problem. The Scries 
will thus stimulatp interest in the complex and changing eco- 
nomic problems of the country and promote better under- 
standing of the same. The need for an intelligent appreciation 
of such problems by the public under the new political condi- 
tions in the country is obvious, and' it is hoped that this 
Scries will supply the want. 

THE HANDBOOK 

Since the partition, discussions have taken place in the 
Press and elsewhere regarding its effects on the economic life 
of the people. Statistics are sometimes used without an 
attempt at proper interpretation leading to rather incorrect 
notions about some aspects of the problem. Some newspapers 
and journals have used figures hastily collected ; in some cases 
they have not conveyed the true -position. 

There are inherent difficulties in the problem as the neces- 
sary data are not available. In some cases, estimates have 
to be made ; in others, inferences may have to be drawn. 

. The layman is likely to go array w'ith the impression that a 
-statement made in a statistical form is concrete and exact, 



llioiigli it rnav be far from tlic Iriitli. if tlif perhon inching 
life of thr iigiiri’.- has not Ika-ii (.irciiif in prra-otitiitg it properly. 

Willi a view to solving some of thc-c (.lilTicultiej, regarding 
the prohieiti, and providing a l).isij, for re-eardi ^vorkcrb in 
different econoinic Mibicrts in this School, a group .study «,is 
org.iniied alnio.'^t from the clay partition was amioiiticed. Alwat 
twelve .senior rc“-eatt li student-., including .-■onKv nicmltcrs of 
the '•faff sneli as Rf>e.irch A>-.>-i.si.int,.- and Investigators In 
AgricuUtirnl Kcomitnies tool: p.irl in the work. Frequent dis- 
cosMons were held by me to give giiidante to the workers at 
winch my col!eague.s in the l-xonoriiie.s Dep.artmcnt of the 
bdioot look an active part. Out of the mass of material 
thus co.lected, it was felt tli.at it would be ii'^efiil if the main 
Tacts were made available. i„ an abstraet form to the public 
nith the ncres.arjr conunents.- This hc^.k wam planned to 

.*'1* The book was at its final . stages, 

K iiinneia .-Ngreeit'ent wiih I’aki.sfan was announced ; this 
as licen made use. of in appropriate plan-, and its implica- 
tion=. ii.ne been docussed i„ brief in ebnpfer IX. 

tbe data ; what is c-'laimcd is that 
- If rca.-onabIc c.ye Tias hern taken to collect tiie available 

t'n t ie",' ’’vT'i 

after rin'^ ^ "'*"‘-'1' 'hay be made available here- 

it is respects. But 

Us ub n, ted 11, a. the broad tcndenrie.s pictured in tbi.s book 

uL t - M 'nhy 1-e taken 'as a safe guide, 

mei'liodq ^ hrcnies o the sources , of statistics used or thc^ 
mahn ls einployed m making c.slimates, where necc^sarv are 

on sfS '■ ncc;"ry: X n;tc 

Tant tl So ’"' '’7 .‘I’h end in whici, those who’ 

want to follow np the nialcnal will fmcl the relevant informa- 

•rra^c^fLIllfr ‘'’f "hike's who have' 

don maar w ’ sJr 'hatcrial together. Mcn- 

from Mr. S A ' P n'l'c^’^r 1''® '’"Ip received by me 

Dewi. Research AaistaM and sfr"\M°"c?n“ ’l *' 

Wachh, Research ,"e"dS 



substantial help in the pieparation -of this book. 1 alone an} 
however responsible for the opinion's expressed in the book. 
Mr. Dosai has also helped in seeing the book through the 
press. 

School of Economics & Sociology, } 

University,, of Bombay, r C. N. VAKIL. 

3rd Januar}' 1948. i 


POSTSCRIPT 

In sptie oj nil iflorls lo publish this Handbook well in 
advance of Ihc prcscnlation of ikc Ccniral Budget for 1948-49, 
7 regret that abnormal delays in the press did not make it 
possible lo do sr.^ Il would be appropriaTc lo draw alieniioii 
lo some .of the .features and esiimates. of Ihc budget so that 
the data presented here may be upto dale an'd the ' csli7>tatcs 
inade by us may be verified. We have therefore added a brief 
postscript at the end. in' which the new data arc su)nmarised 
under the relevant chapter headings, so that ihc reader may 
look lo the relevant portion for the latest details. We arc 
glad to be able-, to .’ioy that the main tendencies as indicated 
in this Handbook do not require ajiy modification. 

S , 

3rd March 1948. C. N. VAKIL, , 

I 




CONTENTS 


INTRODUCTION 

The Object. Statistical Material. The Next 
Decade. In the Long Run. Agreed Eco- 
nomic Policy. Economic Warfare. 

I. POPULATION AND AREA 

Population, Area and Density of Popula- 
tion. Western and Eastern Pakistan. The 
States. Urban and Rural Population. ■ The 
Minority Problem. 

II. NATURAL RESOURCES 

(A) Agriculture and Livestock; Land Uti- 
lisation. Irrigation. Agricultural Produc- 
tion. Food Crops: Wheat, Rice and Sugar. 
Food Supply. Non-Food Crops: Cotton, 
Jute, Oil-.sced.s, Tobacco, Coffee, and Tea. 
Livestock Resources. Resources for. the 
Daily Industry. Resources for the Hides 
and Skins Industty. 

(B) Minerals; Production of Important 
Minerals. Other Minerals. Building Ma- 
terials. Conclusion. 

III. INDUSTRIES 

, Industrial Establishments and Employment. 
Perennial and Seasonal Factories. Distribu- 
tion of Main Groups of Industries. Diversity 
• of Industries. Size of Industries. Conclusion. 

IV. TRADE BETWEEN INDIA AND PAKI- 
STAN . . - . . 

Internal Trade Before Partition. Foodstuffs. 
Cotton Manufactures. Raw Cotton. Jute 
and Jute Manufactures. Coal. Sugar. Mica. 
. Cement. Iron and Steel. Conclusion. 

V. TRADE WITH OTHER COUNTRIES 
Changes in Foreign Trade. Share in Export 
Trade. Articles Mainly Exjjortcd from the 
Indian Dominion. Articles Mainly Ex- 
ported from Pakistan. Other Articles. Mis- 


PAGE 

I 


G 


1 1 


27 


37 


. 46 



rAC.E 


crliani-ous Artidi's. Sliarc in Imports. 
r5.ihnrt- of Tnidc. Foix-ign Excliangc. 

Stnhn;; Baianrf'. Dis-ision of Sterling 

\! IRAXSrORT .. 

R.iilv.avs. Route Mileage of RaiRvays. Rail- 
vwiy*. in the Indian Union. ■ Rnihent’s in 
P.nkislan. Ship))ing. Civil Aviation. 

\ I1 CUKRRXCV, R.WKING AND INSUR- 

ANCK •• f'3 

Jraii'-iiinnal .Arrangements. Ii.ink Offices. 
Clearing House Rtlnrns. Recent Develop- 
nients. Recent Banking Statistics. Insurance. 

VIII RKVE.VUE .AXD F-XPEXDITURE .. 73 

Revenue Resources of Indi.a and Pakistan. 

Ccntr.i) Revenue: India and Pakistan. Pro- 
vinri.al RevTOties: India and Pakistan. Total 
Central and Pn>i-incial Revenues of India 
.and P.aki'tan. Some comparisons ssith other 
r.'titnntes. Evpenditun’. Defence. Intere.st 
and Piai'kins. Refugees and Food .Subsidy. 
Deselojuiient lAitenditure. 

EX. .ASSE'ES AXI) LlABlEi riF.S . , . . fl.a 

rin.anci.al Agn-einent with Pakistan. Inlen'st- 
\5elding .A's/ ts. Other .As‘ets and Liabili- 
ties E'tiiii.ate-. of Division of Assets and 
Ei.ibilitie-, Method o( P.iytnent by Paki- 
'i.-iti. Currenry Assetc. Effects in die .Short 
Run, Effects in the lying Run. Inter- 
Govrrnin'-nla! Debts. Proposed Safeguards. 
Cfindiision. 

X. .SUM.NfARV AXn COXCLE^SION . oj 

APPEXmCIkS .101 

il) Xr.ie oil .St.alRties. (II) Li<t of T-ables. 

(Ill I Indusirial Einplovinent in the Itidinn 
k'liion, P.iki-!.tn. Ifiderafi.ad and Kashmir 
in JOtg. (1V,‘ Irnpiit-, and E’sports - Indian 
1'n‘w'tt and P.d btati 

po.sr.scKipj- ijfl 



ECONOMIC CONSEQUENCES OF THE 
PARTITIOJ^ 


INTRODUCTION 
Tire Object 

The object of this book is to discuss the economic effects 
of the partition of the country as briefly as possible so that 
the layman may be in a position to follow with interest the 
developments in the two Dominions in the economic sphere. 
The subject is obviously wide and has unlimited scope for 
intensive research. Whereas intensive studies on different 
aspects of economic life as affected by the partition are desir- 
able, the lajnnan would prefer to have the essentials in a 
■brief and simple form, as an intelligent guide to current events. 
Such guidance should be as authoritative as possible, so that 
the layman may not be led astray by one-sided emphasis on 
certain aspects of a given problem, which are inevitable in 
journalistic writings or in the hasty pronouncements of some 
politicians. 


' Statistical Material 

In any discussion of a problem of this nature, the use of 
statistics is essential. Whereas the average reader is some- 
what averse to statistics, it is expected that he would like to 
have as concrete a picture as possible of the effects of parti- 
tion on different aspects of economic life. With this end in 
view, the available statistical material has been digested and 
put in an abstract form easy for the average reader to compre- 
hend. The more- careful reader will find enough indications 
both in the body of the book as well as in the appendices 
to follow up the material in greater detail, if he so chooses. 

The Next. Decade 

’The material presented in this book thus indicates- the more 
general' tendencies in the economic structure of the two Domi- 
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J ECONOMIC CONSEQUENCES OV THE PARXiTION 

nions after the partition. In discussing this material it has 
been assumed that there will not be any material change in 
the equipment and resources of the two Dominions for some 
years to come. Though some changc.s arc inevitable, we have 
to be con.=cious of the fact that dynamic changes in the eco- 
nomic sphere are likely to take some time under the existing 
circumstances. Both the Dominions will have to be busy in 
the first instance in the maintenance of law and order. Both 
will have problems of defence as well as of refugees. The 
resources for further economic development will be limited for 
either Dominion, more so for Pakistan as will be seen in the 
appropriate place. The implementation of the various schemes , 
of economic development will have to be slow, partly because 
of the difficulty of financing them and more so because of the 
difficulty of obtaining capital goods from abroad in the near 
future. Schemes for nation-building activitic.s, such as for 
education and health may have to be slowed down, because of 
the limited revenue resources under the new conditions. Ordi- 
narily, such schemes are not financed from loans as they are 
not directly remunerative. If the same principle is adopted, 
which is not unlikely, progress will be limited, because ade- 
quate revenue surpluses will not be available for some time 
to come for rapid progress in these directions. These diffi- 
culties are relatively much greater in the case of Pakistan 
than in the case of the Indian Union. In view of these 
factors, we ma}^ assume that the economic condition of the 
two Dominions as created by the partition, will not materially 
change during the next 5 or 10 years, though preparations for 
such a change may be made during the same period. The 
general conclusion reached in the body of the book regaining 
the economic inter-dependence of the two Dominions is there- 
fore likely to remain substantially tnie during the next decadei 

In THE Long Run 

The natural ambition of each Dominion to develop its 
resources both agricultural and industrial, and to achieve a 
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larger measure of economic prosperity, thereby raising the 
standard of life of its people is bound to assert itself in due 
course. Pakistan will certainly trj' to develop some of its 
industries. India will also try to develop its industries fur- 
ther, and see that its agriculture is made more prosperous 
with the help of irrigation schemes as well as by other methods. 
When these schemes materialise leading to changes in pro- 
duction of different commodities in the two Dominions, there 
is bound to be a change in the economic relations between 
the two Dominions. But it is not correct to assume that in 
the event of such changes each Dominion will be independent 
of the other. Such changes will result in a shift in trade. 
For example, if one Dominion is able, to meet its own require- 
ments in one direction, it will probably have greater need 
for some other commodity in another direction. The economic 
history of the world teaches one important lesson that with 
the economic progress of different countries, trade between 
them increases instead of diminishing. Though it is impossible 
for us to forecast the future trend of events we are right in 
concluding that in future wljen both Dominions advance eco- 
nomically there will be new bonds and new economic rela- 
tions; This is as it should be between neighbours. 

Agreed Economic Policy 

' If this general idea is accepted, it would be easy to appre- 
ciate the need "for an agreed economic policy between the two 
Dominions now and in future. Such an economic policy may 
have to be changed by mutual agreement from' time to time 
as circumstances change. It is true that even in the imme- 
diate future there is a conflict of interests. For example, the 
question may be raised as to why should Pakistan have the 
same customs duties as the Indian Dominion, in the case of 
those articles on which the Indian Dominion may have pro- 
tective duties ? While such instances indicate the divergence 
of . needs,' it is not impossible to reconcile them by mutual 
agreement. ' Under the schemes of planning, developed by the 
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Government of India a few years ago for Undivided India, 
regional development of industries was the principal aim. 
This meant that further industrialisation in the country' should 
aim at locating industries in those areas which were hitherto 
industrially backward. If what was contemplated when India 
was undivided, could lx; carried out in tlie two Dominions 
as now constituted, the progress of both could be assured. 
It is true that such an effort presupposes a spirit of mutual 
accommodation, mutual tnist and the willingness to help each 
other. 


Economic Warpaui; 

In view of the prevailing political tension in the country 
and the atmosphere of communal bitterness as well as increas- 
ing mistrust, we must admit that the relations between the 
two Dominions are unfortunately in an unhappy slate of 
affairs. This is obvioiisl3' not likely to foster the evolu- 
tion of that economic policy' which is likely' to help both flic 
parties. We may however hope for the best inasmuch as the 
fundamental economic forces in the Uvo Dominions arc likely 
to work in the direction of mutual inter-dependence and co- 
operation. If however, in spite of ourselves, the political 
forces predominate in such a manner that each Dominion may 
follow a diverse economic policy and even adopt an attitude 
of economic hostility to the other, we may he faced with a 
situation of an entirely different nature. The facts here pre- 
sented will be useful to the average citizen in such an un- 
fortunate contingency, which may be described as a state of 
economic warfare, enabling him to follow the new trend of 
events which might develop under such a state of affairs. In 
the matter of defence, modem Governments have to remain 
prepared for unexpected contingencies. It is a part of modern 
defence arrangements for Governments to he ready with eco- 
nomic weapons in case they are forced into a state of economic 
warfare. This presupposes a detailed examination of possible 
lines of attack in the economic sphere by other parties, and 
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the possible countermoves which may be adopted to offset 
such attacks or to take the offensive in case of need with a 
view to an early termination of such warfare. Such detailed 
examination of economic forces would require the active help 
of trained economists on the one hand, and of experienced 
businessmen on the other,’ as the politician and administrator 
are not likely to possess the necessary equipment for the 
purpose. Though we may cherish the hope that it may not 
be necessary for us to use economic weapons either for attack 
or for defence, it would be unwise not to be prepared with 
our economic armoury under the present state of affairs. 



I. POPULATION AND AREA 


According to the census of 1941 the total population of 
India was 389 millions. Ignoring the changes since 1941 the 
density of population in the.hvo Domi- 
nions and Hyderabad and Kashmir are as under : 


Table 1. Populaiiov, area and de nsity of population. 194 I 

I "1 " I " 


Indian Union: 
Provinces 
States 

Total 

I^ahstan : 
Provinces 
States 


Total 

Hyderabad 

Kashmir 

AH India Total . 


K 

Population 

(millions) 

PercentaSe 

of total 
l>optjlation 

Area (m 
thousands 
of 

i(3. miles) 

Percentafre 

of 

total 

area 

Density 
(persons 
per Kj. 
a He) 

.. 230 

68 

57.8 

! 17.6 

1 1 

6.27 

4.18 

40.1 

26.5 

368 

167 

..! 298 

I ^5.4 1 

10.45 

66.6 1 

535 

66 

5 

16.9 1 
2.6 

2.36 

1.29 

14.9 

8.1 

280 

37 

71 

19.5 j 

3.65 j 

23.0 

317 

fj 1 

1 389 f 

4.1 1 
1.0 ! 

100 

82 

82 

5.2 

5.2 

198 

49 

15.74 

100 

247 


population o^f the^otnS is^' of the enti 

of the total population '9-5^ 


•j .he ,.„i pop„,.,L 
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as against 4 millions of Kashmir. Th«c figures arc roncr.tcd 
in the density of the ^lopulation in different units. The 
Indian Union has a density o f^299 pe r sq. mile ; the density 
of population in Pakistan is 195, in Hyderabad 198 and 
Kashmir 49. 


Westiujn and Easit-un Pakistan 

The density of population in Pakistan as a whole docs not 
bring out clearly the pressure of population in different parts 
of Pakistan. Ncarlj> fi4% of the total population of Pakistan 
is concentrated in East Bengal, which accounts for only 25% 
of the total area of Pakistan. The dcn«ity of population in 
East Pakistan is as high as 718 as ngaiiKt 1.86 in Western 
Pakistan. 

In current discussions regarding Pakistan people often have 
only Western Pakistan in view. This due to the fact that 
Western Pakistan is more advantagcou.sly situated in .some 
rcspcct.s than its liastem counterpart. Besides, ji consists of 
a compact area thrice as large as Eastern Paki.slan, with 
natural boundaries which have hitherto formed the land 
frontiers of India. The capital of Pakistan is also located tn 
Western Pakistan. Whereas these factors account for the 
importance of Western Pakistan, one has to remember the 
fact that as much ns two-tliirds of the population of Pakistan 
is concentrated in East Bengal, whicii is completely encircled 
by the territory of the Indian Union. Tins feature of Pakistan 
and the fact that it is divided into two separate regions with 
a distance of more than a thousand miles between them is 
not fully appreciated. Communication between the two units 
bf ‘ Pakistan is not easy. The sea route would involve ,a 
voyage between Karachi and Chittagong, via Cape Camorin. 
The journey by land is possible only across the territory 
belonging to the Indian Union. Even for air journey it will 
be nccessarj' for Pakistan Air Services to fly over llic terri- 
tory of the Indian Union. 
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The States 

Table 1 further shows that the problem of the States is 
negligible in Pakistan. The Pakistan States account for a 
very small proportion of the population and area of Pakistan. 
On the other hand, in the Indian Union, the States cover 
about 40% of the total area and have 23% of the entire 
population. With a large number of States, some of them 
very small and most of them economically and politically 
backward as compared to provinces, the problem of the States 
has assumed great importance in the Indian Union. • This 
problem has teen further complicated by the attitude of 
certain States like Hyderabad and Junagadh, which although 
geographically contiguous to the Indian Union have not 
acceded to it. The recent developments in Junagadh have 
however, practically brought that State into the Indian Union. 
The attitude of Hyderabad is not yet dear and one has to 
though by virtue of the Standstill Agree- 
If ^ economic arrangements with the Indian 

aS l^^^ders both on Pakistan 

lonte? th?^ IE frontiers ivith Pakistan are much 

have^^ ^ fbe people 

shouM be I nS f r KashiL 

Should be a part of the Indian Union or of Pakistan. 

Urban and Rural Population 

of <!>« 

cmsus UndivaeThdta 

Sr “srsr ^disss: 

population m the two Dominions is indicated below 
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Tabk 2. Urban and Rural Populallon, 1911 



URBAN , j 

1 H U R A I. 


Population 

(millions) 

1 IVrccnt.nSc 
! of total 

Popiil.iiion ' 
(millions) ! 

I Petccnt.ijtc 
j 'of total 

Dominion of 
India 

41.0 

j 

14 

j 257,0 

86 

Pakistan 

5.9 I 

K 

i 65.1 j 

92 

Hyderabad 1 
and Kashmir] 

2.3 

13 

.| 

87 


It w!l be seen from ti\c above table that (be urban popiih" 
tion constitutes 14% of the total population in the Indian 
Union as against 8% in Pakistan. Iti Hyderabad and Kashmir 
taken together, the urban population i.s 13% of the total. Tins 
indicates that tlie development of industries and commerce is 
relatively greater in the Indian Union as well as in Hyderabad 
and Kashmir as compared with Pakistan. Pakistan has of 
course some large cities like Ijrborc and Karachi, but they arc 
not on a footing with Bombay, Calcutta and Madras. 

The Minority Proulhm 

The political division of the country has not completely 
solved the thorny problem of communal minorities in either 
Dominion. According to, the census of 1941, the communal 
composition of the population was as shown in the following 
table. 
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Table 3. Cmnmunal Dhlrihulion o\ pnpttliilwn, 1941 


1 

1 

1 

Ntirltfr\ } 

i 

i 

s 

Mn-lin 1 

r'-KmiT/.* i 
of ' 

i 

TVftTfiUJf 

c( v^.a) 

Indian Union..* • 

3^ fi > 

2cl,o i 

12A 1 

1 87.7 

P.nlost.m ... ! 

51. -t i 

106 1 

1 73.1 1 

i 26.9 

Hytlcrab.itl 

2 1 

1-5.2 ; 

1 ] 

‘ 1’’ i 

j **' •“ 1 

1 87.8 

K.ishroir 

31 

0.0 

1 i 

77.5 j 

i 225 

[ 


above table tlii're were more tb.an 
19 million non-Mtblim> in Pnki>tr.n. n result of the 
iinja ) disturbances, exchange of pojml.aiion on a mass scale 
has taken place. It is ofncially cstimaled that 5 million 
non-.Iu>hms from West P.ikiMan liave migrated to the Indian 

over from 

inimln r?/' ^ million Muslims 

succe^cfiil Jit non-Muslims in P.akistan. 'A 

comnlcfe p'v h ^ f ^ r problem would involve .a 

Pavfshn We in the two Dominions. 

’7 million persons into its 
Western ' PaVistaJ • ^ noted however tiiat the population of 



II. NATURAL RESOURCES 
(A) AGRICULTURE AND LIVESTOCK 
Land Utilisation 

For a predominantly agricultural country like ours, the way 
in which land is utilised reflects the economic condition of 
the country to a great extent. In 1938-39 out of 663 million 
acres of land in the country .as a whole 338 million acres or 
about 49% was cultivated, the remaining was uncultivated. 
The, way in which the partition of the country has affected 
the problem of land utilisation is indicated in Table 4. 

Whereas in the Indian Union the area of cultivated land is 
almost the same as that of uncultivated land, in Pakistan the 
uncultivated portion is larger than tlic cultivated one. In 
Hyderabad the cultivated area is much greater than the un- 
cultivated area. The proportion of the net sown area to the 
total area is slightly higher in the Indian Union compared with 
Pakistan, though it is the highest in Hyderabad. The per 
capita sown area is .75 acre in the Indian Union and .64 acre 
in Pakistan. The per capita sown area in Western Pakistan 
is .85 acre whereas in Eastern Pakistan it is .42. 15% of the 
total area of the Indian Union is under forests as against 5% 
in Pakistan. This is so because 85% of the area under forests 
of Undivided India is in the Indian Union. It may also be 
noted that Pakistan has a larger proportion of area not avail- 
able for cultivation than India. It appears from these indices 
that India is somewhat better off than Pakistan so far as the 
utilisation, of land is concerned. 

Irrigation 

But the picture changes when we take into account the 
irrigation facilities in the two Dominions. 
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Table 5, Area Under Irrigation, 1938-39 



Cultivated 

area 

(Million acres) 

Irrigated 

1 area 

i (Million acres) 

1 

Percentage of 
Irrigated to 
Cultivated area 

India 

251 ’ 

1 

47 

18 

Pakistan 

54 

20 

36 

Hyderabad 

30 

1 

2 1 

7 

Kashmir 

2.3 

1 

4 

Total ... 

338 

70 

21 


Most of ■ the important irrigation works are located in West 
Punjab and Sind. In consequence Pakistan has 28% of the 
total irrigated area of the entire countr}^ though its share in 
the cultivated area is only 13%. In other words 36% of 
Pakistan’s cultivated area has the advantage of irrigation 
whereas in the Indian Union only 18% of the cultivated area 
has a similar advantage. The share of East Pakistan how- 
ever, in the total area under irrigation in Pakistan is only 
15% which means that most of the irrigated area in Pakistan 
is concentrated in the Western Unit. 

Agricultural Production 

, We shall divide agricultural production into; (1) food crops 
and (2) non-food crops. The following table shows acreage 
under foodl non-food and other crops in the different" units 
in the year 1939-40. 
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Table 6. Area under Food ami Non-jood crops, 1939-4i/ 
(in million acres) 



1 Indian { 
[ Union 

Falcistan i 

Hyderabad 

! Kashmir 

i 

All-India 

Food crops 

I 183 6 

! 37.7 

19 

2.3 

242.6 

Non-food crops ... 

' 41.5 

[ 

1 ^ 

8.4 

0.2 

59.1 

Others 


' 23 

0,2 

0.1 

12,6 

Total crops ... I 

235.1 

1 ; 

49.0 1 

! 

1 27.6 

2.6 

1 

■ 314.3 

Percentage of area 
under food crops | 
to total .,.! 

i 

78 

1 

1 

i 

69 

90 

75 


Food Crops 

The per capita acreage under food crops in each of the 
units is as under ; 


Indian Union 
Pakistan 
Hyderabad . 
Kashmir 


0.61 acre 
0.54 
1.17 „ 
0.57 .. 


«£e of the Indian Union is, however, more than offset by 

SsLTf The cultivator in 

'nore.than one crop 
every J ear from the same piece of land. The yield of crops 
IS also higher than in the Indian Union Western Pakistan 
IS particularly favourably situated in respect of food produc- 
tion An examination of the outturn of crops in regard to 
wheat, nee, and sugarcane xvill bring out the Relative ^si^on 
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more cffc'clively. The fotlowinfj tal)lc llu- area and yield 
of wlteal and rice. 

Tfthle 7- Ar^^! and Yield of Wheal and Rice, 1939-40 


. { 

j AREA (miltioi) :icf«,'j) • YIELD (million tons) 



i Wheat i 
i ; 

Rice 

! Wheat 

Rice 

Indinn Union 

18,1 ' ! 

) 

51.1 

’ 5.1 

1 16.5 

W. Pakistan 

i 8.7 J 

! i 

1.7 

i 2.8 ; 

1 0.7 

E. 

; nejjlifiibV’! 

Ift.O 

ni-rtiilihlc ^ 

i 5.7 

Total Pakistan ... 

87 ■ 

lar. 

i 2.8 

6.4 

All India (cxcludinf. ' 
States ) ... ^ 

[ 

1 26.8 ' 

1 ; 

69.9 

t 

• 7.9 

.J 

. 22.9 


{Note: Tiie figures regarding the States are not included 
as the relevant details arc not available.) 

Wheat ; From the above table it appears that the Indian 
Union has two-thirds of the total area under wheat and 
Pakistan one-third. India accounts for of the total yield 
of wheal and Pakistan 3.*;%. It .‘■hould be noted that wheat 
production in Pakistan is concentrated in the Western Unit 
which has a surplus of wheat. For 1914-45 the Food Depart- 
ment estimated the wheat surplus of Pakistan at 443,000 tons, 
the Western zone having a surplus of 020,000 tons as against 
a deficit of 177,000 tons in the Eastern zone. 

Rice ; Three-fourths of the area under rice is in the Indian 
Dominion and one-fourth in Pakistan. 85% of the rice acreage 
of Pakistan is concentrated in East Bengal. 27% of the yield 
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take the ncccssars’ schemes. Some relief can be obtained by 
the diversion of land under non-food crops to food crops. 
It should however be remembered that the area under food- 
crops has already a predominant position in Iwth the Domi- 
nions. Non-food crops cover about onc-fifth of the total 
cultivated area in each Dominion. The effects of a large 
diversion of land from non-food crops to food crops on trade 
in raw materials and on industries like cotton and jute will 
have to be taken into account. Some attempts were made 
during the war to increase food production by such diversion, 
but the results have not been satisfactorj'. 

Nok-food Citoi’s 

Among the more important non-food crops we may men- 
tion cotton, jute, tea, coffee, tobacco and oilseeds. 

Table 8 gives the estimated acreage and yield of cotton 
by varieties in the Pakistan Provinces and in the Indian 
Union for the years 1939-40, 1944-45 and 1945-46. 

It is obvious from the table that the yield per acre in Pakistan 
is greater than that in the Indian Union. This is because in 
the Punjab and Sind cotton is largely grown with the help 
of irrigation. The table also shows that the area under cotton 
has not been much reduced in Pakistan as has l>ccn the case 
in the Indian Union because of the Grow More Food Cam- 
paign. The table further shows that Wc.st Punjab and Sind 
grow a .large quantitj’ of long staple cotton of the American 
variety. Out of a total production of 1 million bales of long 
staple cotton in Pakistan about 8 lakhs bales arc consumed 
by the Indian mills and the rest is exported. In the chapter 
on Trade Between Imlia and Pakistan wc shall deal with the 
importance of Pakistan cotton to Indian Mills and the depend- 
ence of Pakistan on cloth from the Indian Union. 

- jttfe: The production of raw jute is a monopoly of our 
country as practically the whole of the world crop is grown 
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here. The following table gives the production of raw jute 
in different provinces in Undivided India for the years 1939-40 
and 1945-46. 


Tabic 9. Production of Jute by Provinces, in thousands 

of bales 


1 

i 

Bengal* i 

Bihar | 

1 

1 

As.snm 

j Orissa 

Total 

i 

1939-40 ...| 

: 832^ 

721 

! 661 

47 

9753 

3945-46 ...! 

j 

6909 1 

J 

471 

564 

f 

44 

i 

7988 


It can be seen from the table that the province of Bengal 
produces about S5°'o rav'' j'llc produced in Ac 

countr)*. According to a communique issued by the Govern- 
ment of Pakistan the share of East Bengal in the total raw 
jute production of the country is about 73.4%. Jute from 
the Pakistan districts in Bengal, being of hard and medium 
hard qualitie.s, is fairly strong and contains a good deal of 
high coloured fibre suitable for the manufacture of high grade 
hessians. The Indian mills use large quantities of Pakistan 
jute. This subject is further dealt with in the chapter on 
“ Trade Between India and Pakistan.” 

Oilseeds: Out of a total area of 23.8 million acres under 
oilseeds, 74% belongs to the Indian Union, 18% is in the 
States, mainly in Hyderabad, and 8% in Pakistan. It will 
thus be seen that the Indian Union is in a strong position 
regarding the production of oilseeds and particularly so in 
respect of groundnuts where it has a virtual monopoly. 

Tobacco: In 1938-39 the area under tobacco in Pakistan 
was 380,700 acres, that is one-third of the total Indian acre- 

* Including the States of Cooch-Bchar and Tripura. 
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ac^c under tobacco. I’-ikKi-'in producer 1.5fi,3(X) lon^ of tobacco 
v.bicb i> al'-o onc-tbird of the l-V.'d Indian prod\JCtion. As 
compared to the popiilatio.n ratio, Pakistan is in a com- 
paratively irctter podiion than the Indian lintan. 

CoZ/rc: Coffee i.s wholly crown in tVic Indian Uniott and 
the production was 37 million Ib?. in l943--'4. As coffee is 
not in common nstc in Pakistan, it may not suffer much on 
account ol this. 

Ten: Tea was one of the important article- of cxjwrt of 
Undivided India. The total production of the country' as a 
whole is 4(i3 million lb.-, jrcr year, of which Pakistan produces 
t!0 million lb;, .and the Indian Union -fOS million lbs. As 
75% of our tot.al production i.s exported, both the Dominions 
will continue to c.xpo.'t tea. 

From the above review it i- obvious that Pakistan has 
large surpluscc of raw jute atiei taw cotton which arc largely 
consumed in the Indian Union. With regard to the other 
non-food crop.s, the Indian Union commands an overwhelm- 
ing share c.xccpt in the case of tobacco. 


List. Stock Krsoni.'Cf-S 

We propose to consider the tot.al livestock re.viurccs of the 
two Dominions mainly from two points of view, namclj", 
(1) the use of btceditig cow.s and buffaloes for milk production 
and dairy industn- ; and (2) their utilization in the hides and 
skins mdnstjy- whicli was one of the important o.vport indns- 
trics of Undivided India. 


RCSOUnCES FOR THE D.mrv Indu.strv 

. The following table shows the number of breeding cows and 
buffaloes used for milk productieti in Pakistan and the Indian 
Union. 
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Table 10. Breeding Coras and Buffaloes over 3 years 
old, 1940 (figures in lakhs) 



BREEDING 

BREEDING 

TOTAL 


COWS 

BUFFALOES 

Indian Union : 


\ 

\ 

1 


Provinces 

240 

j 115 

355 

1 

States 

- 

115 

: 45 

160 

Total ... 

355 

160 

515 

^Pakistan : 




Provinces 

75 

25 

100 

States 

19 

7 

26 

Total ... 

94 

32 

126 

Hyderabad .;. 

10 

13 

23 


. Though Undivided India had the second largest output cf 
jnilk per, year in the world, the per capita production and 
consumption was the lowest in the world. The table 
shows that the share of -Pakistan in the milch cattle of Un- 
divided India is 23.1%. With the division of the country 
the production of milk per capita in the Indian Union will 
be lower than the existing 8 ounces per head per day. This 
is because the production of milk per animal in Sind and the 
Punjab was much higher lhan 'the average. In West Punjab 
.the ■ produchon of milk -per' head is- about 18 ounces and 
affords .great', opportunity ’ for- developihg 'dairy industry .-dn 
that region'.---'' - '• --'i-T '.'i - ^ 
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LnT.sTocr. Rr.sontci.s tor. the Hiiir.ti and Skins Indiistry 

Tlie fullowinc t.iblt; fjivt-- Uh- imtnbtr n{ fr,\v= and buflalot; 
and the nr,!iib>'r of picfo? of raw bi<k-. nnnnrdiy produced in 
Pakistan and Ibc Indinn Union, 


TahJc 11. .Viiwh.T of 

rocs, hufja'oc 

^ TilU’ 

coli'-hides 

hii 

'ic flf.J t,n. 

r h'.tfiah lilifec, 

, !9?8 


< 

O*'! * 
fin lii* «* 


.w ,U 
VursM- 

hi UaV‘*:» 





Jndicn Union: j 


I 

; t 



Provinces ... 

-in 

! i 

115 

35 

1 

St.itei ... j 

20! 

> t 

02 

51 

17 

Gr.md tot.il ... 

I (>17 
\ 

5 2?’ i 
■ \ 

16? 

53 

Pakistan ; 





Provinces ... 

1 KO 

•10 j 

31 

7 

St.ires 

2o 

, 10 : 

5 

2 

Grand total ... 

! 156 

i 59 

36 

0 


The table shows that the share of Pakistan in raw hidc> 
is 15 to 18“'o. 

In India as in other countries skins are obtained as one 
of the bye-products of the meat trade ; but unlike hides, 
these skins give a handsome yield of 25% of the cost of 
maintenance of the animal when alive. The following table 
gives the number of goats and goat skins and shee'p and 
dieep skins produced in Pakistan and the Indian Union. 
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lablc 12. Number of goats and goai-skins and sheep 
and sheepskins, 1938 
(1 sfejji— lbs.) [figures in lakhs) 



! 

Number of 
Goats 

! Number of 
Goat-skins j 

1 ! 

Number of 
Sheep 

Number of 
Sheep-skins 

Indian Union ... 

490 

230 

400 

i 150 

Pakistan 

90 

45 

} 60 

I 

' 20 

Total ... 

0 

CO 

in 

275 

1 i 

, 460 

’ 1 

. 170 


The share of Pakistan in skins is about 15%. It will be 
seen from the table that Pakistan produces a larger number 
of goat and sheep skins in relation to her total numerical 
strength of goats and sheep than the Indian Union. This is 
because unlike the Hindus, Muslims have no sentiments 
against slaughter of animals. 

It would be useful to remember that though the share of 
Pakistan in raw hides and skins is about 15% her share in 
the export trade will not be more than 5%. This is because 
a large part of exports of hides and skins is done in the 
tanned form and 92% of tlie tanneries of Undivided India 
arc located in Cawnpore, Calcutta and I^Iadras — aU in the 
Indian Union. 


(B) MINERALS 

Production of important MiNERitLs 
As far as the mineral resources currently exploited are 
concerned, Pakistan (including the States) is in a v&ey weak 
position as compared to the Indian Union (including the 
States). This will be seen from the following summary table 
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giving figures regarding the production of certain important 
minerals produced in different regions in 1944. 


Table 13. Production of Important Minerals in 1944 


MINERAL 1 

INDIAN 

UNION 

PAKI- 

STAN 

Ihydera-I 

1 BAD ; 

KASH- 

MIR 

ALL 

INDIA 

Coal (lakh tons) 

24S 


i ! 

j 9 


lion (Mn. tons) 

2.3 

i 

i ■■■ 

... 

23 

Copper (lakh tons) 

3.3 

i - 

1 

\ 

... 

, 3.3 

Manganese (lakh tons) ... 

3.7 

< 

1 

i - 

... 

3.7 

Bauxite (tons) 

12.135 

{ 

1 ... 

» 

i 

j 


12,135 

Petroleum (Mn. galls.) ... 

82.31 15.2 

t 

1 ... 


97.5 

Mica (000 ewts.) 

1 139 

1 ... 

i 

1 ... 

... 

139 


The above table clearly shows that c.vcept for petroleum anc 
a negligible quantity of coal, Pakistan docs not produce any 
of the more important minerals. In 1944, 139,000 .ewds. or 
€i% of the world's output of mica was produced in the 
Indian Union, more than half of which came from Bihar and 
the remaining from Madras and Rajputana. So far as the 
better quality of mica is concerned 80% of the world’s output 
comes from Bihar. Mica is of vital importance to the elec- 
trical industry’’. Pakistan does not produce either, mica or 
manganese. 


Other Minerals 

Besides this, the Indian 'Union has also more or less a 
complete monopoly' of other minerals that are either worked 
on a fairly large scale or are of considerable intrinsic' import- 
ance, viz., barytes, china-clay, magnesite, ilmenite, ■ kynite. 
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steatite, monazite, ochre, diamonds, gold and silver. In addi- 
tion to these, the Indian Union has a monopoly in respect 
of 14 other minerals which are, however, poorly exploited so 
far. In respect of chromite, fuller’s earth and gypsum how- 
over, Pakistan has a considerable share as mil be seen from 
the following figures: — 


Table 14. Important Minerals in Pakistan, 1944 



i 

Indian Union 

(000 tons) 

1 

Pakistan 

(000 tons) 

Total 

Undivided India 
(000 tons) 

■Chromite ... 

21 

' 19 

40 

Gyjjsum ... ' 

26 

' 58 

84 

Fuller’s earth 

1 

i 

3 

11. 


In respect ot antimony the State of Chitral in Pakistan enjoys 
a monopoly, but its production is very small. 

Salt : As far as salt production is concerned the data avail- 
able are not of much use in trying to ascertain the shares of 
the different units. The total production of all the units 
was about 1.9 million tons. Out of this about 0.1 and 
i.l million tons are definitely attributable to Pakistan and the 
Indian Union respectively. The remaining production of 
0.7 million tons i.e. about 37% of the total is produced in 
Itajputana' and the Punjab, for which separate figures are not 
available. 

Petroleum: The country as a whole does not produce 
enough petroleum for its requirements and large imports are 
necessa^'. 83% of the petrol produced in the two Dominions 
comes ' from Assam in the Indian Union and the ' rest from 
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P.iki^lan. Eotii t!;c Dominion^., therefore, df-pond on import 
for petrol. 

nirii-Di-vo 

The btiilding nnd road mntcruls ,iu; .i d.i5= by thom«i'lvci 
Tiny arc found over ver\- hrge irnct^ nf the fulxontiner 
aird arc Nvorked on a considerable i-ralo. Here abo th(' India 
Union production far furpaticc Pakistan ouipid. In n'Sjtec 
of trap, marble, rarubtonp. and htcritc the Union Ins pc 
almost a rnono;)oly. On the- other liand Pakistan i- alm.o; 
the only prodnror of sl.ito. I.n rc-pect of gr.inite. lirnciton 
and kankar, nnd misceliancour bnihiim: ‘fone.s and roa 
materinli tlic position of the different unit? is n.s .‘•horn 
Itelow; — 


Table 15. 

Du:h 

/i;:g 

Mairnal'-, UM4 fii: 

lakh'; of ions) 


\ 

tn,;. 

Ur.<. 

1 rn-.<v-. 'iivCc.-!!-!.’. 

)*»(“— .If ' Tot"’’ 
> 

Granite 


r" 

\ 1-! 

f 

i 

. ■-“[ ^ 

Lime>ronc. etc. 

1 

1 

i 

•tl. 

.3*6 2“ 

no,;!ipit'!i : 5C 

Mirccli-ancOHS 


\ 

, 51 

! 5.-; ' - 

0(3 . 57 


(Aofc: For nant of aepamte data regardin'; the distribu- 
tion of the above materials between Ea'^t and We?' 
Bengal and Ea.=^t and West Punjab, the entire pro- 
duction of Bengal .and Punjab is assumed to be the 
production of Pakistan), 

CO.VCLUSION' 

It is obvious from the foregoing that as far as currcnl 
production is concerned in respect of a large majority oi 
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minerals, the Indian Union is in a much stronger position 
as compared to Pakistan. Of course a thorough geological 
sun'ey may reveal llie existence of a number of minerals 
like iron, coal, etc., in Pakistan and that too on a consider- 
able scale. But a similar sur\'ey would also reveal tlie possi- 
bilities of the Indian Union. Geological surv’cy, however, 
takes a .vciy long time and actual exploitation much longer. 
^\liat is important for our immediate purpose, however, is 
that at present except for an inadequate production of coal, 
Pakistan docs not produce important minerals like iron, 
copper, manganese and mica, and Pakistan has therefore to 
meet her needs by supplies from the Indian Union and/or 
from outside. In view of this, so long as Pakistan’s mineral 
production is not sufficientlj'’ large and varied, cither her 
dependence on imports will have to continue or her require- 
ments will have to be curtailed, which may imply among 
other things slowing down the progress of industrialisation. 
It should further he noted, tliat in view of the fact, tliat the 
present production of minerals in the Indian Union is hardly 
enough to meet her current needs (except in respect of mica 
and manganese), and that any increase in the immediate 
future can be onty small and will be absorbed in the Union 
itself, it may not be able to meet all the needs of Pakistan. 


in. INDUSTRIES 

It is not possible to discuss in detail the production and- 
other problems of major industries in Uic countrj’- within tlie 
scope of this book. This w'ould require a separate and fuller 
treatment. The relevant information regarding production has 
how’ever been utilised in other parts of the book, particularly 
in the discussion of trade. It is proposed here to confine our- 
selves to the general problem- of distribution of industries. 
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IKDUSTRIAL EsTAW.iSlEMFATS AND EMPLOYMENT 
The distribution of industries between tlic Indian Union 
and Pakistan naluraily reflects the uneven distribution of 
industries in different parts of tlie countrj- which was cha- 
mctcristic of our econoniic development till now, t\c propose 
to discuss the nature of this distribution from different points 
of \iew with the liclp of statistics specially compiled for the 
puqrose. The followirif; table gives the broad distribution of 
indu.-trios between the different units. 


Table Id. Ir.dtistrtai Exlabh'^bincvts nitil Eyiphymer.!, 19-t3 


i INDUSTRIAL 

i establishments 


EMPLOYMENT 



i 

. No <ji ; 

) hiiir'cnr* j 


■ No of P<*r50-.j 1 
. rmpIc^J 1 
|{>n thcu>anJ0| 

r«rnrrnC3ff(? 

sh.irv 

Indian Union 

i 

... 1 lO.SSl ’ 

85.9 

! 23,80 

> 

90.2 

Pakistan 

1.213 

9.6 

2.50 

7/3 

Hyderabad 

310 

•I.O 

. 62 

: 2J2 

Karhrair 

... J 71 

! 05 

i 10 

! 0,3 


It 1 ' obvious from tlic above table that the Indian Union 
IS industrially much more advanced than Pakistan. The con- 
trast indicated bj’ the number of establishments in which 
India has nearly 86% share, becomes greater when the volume 
of employment is taken into account. More than 90% of the 
persons employed in industries are accounted for in the Indiar 
Union. This shows that tlie average size of a factory in the 
Indian Union is larger than that in Pakistan. Tlic average 
number of persons employed per factoiy' in the Indian Union 
is about 202, while the corresponding figure for Pakistan is 
about 153. 

The relative proportion of industrial workers to the popu- 
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lation as a* whole in the two Dominions is clearly brought out 
by the following table. 


Table 17. Population and Industrial Employment, 1943 



Percentage share 
in total population 

Percentage share in total 
industrial employment 

Indian Union ... 

75.5 

90.2 

Pakistan 

19.5 

7.3 

Hyderabad 

4.0 

2.2 

Kashmir 

1.0 

0.3 


This table shows that whereas the Indian Union has a popu- 
lation of a little more than 75%, the volume of its industrial 
emplo 3 Tnent is more than 90% of the total of all the units. 
Pakistan has only 1,200 factories which is less tlian,10% of 
the . total ; its industrial employment is 2| lakhs of persons 
which is about 1 / 10th of that of the Indian Union and forms a 
little more than 7% of the total. This low percentage of 
industrial workers compared with its share in population, yiz., 
19.5% shows the comparative backwardness of Pakistan in 
the matter of industrial progress. 

Perennial and Seasonal Factories - 
It would be of interest to analyse the industrial ■ position 
of the different units in greater detail to bring out in bold 
relief the comparative position of the two Dominions. 
Tablfe 18 gives details of perennial and seasonal establishments 
in different units: of the. country. This table shows that the 
share of the India:n Union in the number of perennial factories 
is 88.4% as against her ^are in the total number of industrial 
establishments which is 85.9%. On the other hand, Pakistan’s 
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•share of perennial factories is smaller (7.1%) than her share 
•of total num^r of factories (9.6%). This means that in the 
Indian Union a larger number of factories gives emplo 5 mient 
throughout the year. The relative importance of seasonal 
•factories, on tlie other hand in the different units becomes 
dear from the percentage of the number of such factories to 
the total industrial establishments in each unit as given in 
the following table. 


- Table 19. Seasonal Factories, 1943 


1 

■ j 

Percentage to tot.il 
number of 
establishments 

Percentage of 
employment m seasonal 
factories to total 
employment 

Indian Union ... ' 

30.6 

11.2 

Pakistan' • ... ; 

44.6 

21.2 

Hyderabad ... ■ 

32.7 

21.7 

'Kashmir 

— 

— 


One striking feature that is revealed by the above table 
is that in each of the units the percentage of seasonal factories 
is higher than the percentage of seasonal employment. This 
leads to the conclusion that the average size of seasonal 
-factories is considerably smaller than that of perennial 
factories. -It. also. .shows tha^ Pakistan has the largest per- 
centage share of seasonal factories though Hyderabad State 
has the. highest percentage of seasonal employment. It may 
.also be mentioned that seasonal factories are mainly sugar 
mills,; tea factories, cotton gins, jute presses and rice -mills, 
and' that in the case of sugar mills Pakistan's share is very 
•poor,' as, will be seen later. 
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' DlSTRiniTTION’ OF MaIN' GkOLTS or ISDOSTRIES 

The above discussion does not bring out the 
industries to be found in the di/iereiii units. An attempt 
has, therefore, been made in Table 20 to bring out the sltare 
in the industrial employment of the different units in all the 
factor}' industries classified in ten broad groups. 

An cxami.nation of this table shows that the share of 
Pakistan in some of the important industrial groups is much 
below its .riiare in the total industrial eniployme-nt. Thus In 
the textile group its share is .almost negligible, being only 2.6% 
of the total employment in this industry' in the coiintry~K~a 
whole. Similarly, its share in the chemical group is as small 
as 4%. On the other hand, in certain groups of industries 
such' as gins and presses, engineering, hides and skins, 
minerals and metals and miscellaneous, the share of Pakistan 
i.s in exce.ss of its share of the total industrial cmplojanent. 
In order to bring out the relative importance of different 
groups within each region, wo give in Table 21 the percentage 
of emplojTncnt in each group of industries to the total indus- 
trial employment of that region. 

It is obrious from Table 21 (page 34) tliat the different 
^oups of indii.ctrics as classified stand in a different order of 
importance in each of the units. \Miile in the Indian Union 
the textile industries have the pride of place from the point 
of view of cmplo 3 'ment, in Pakistan they come after ginning, 
pressing and engineering. In Hyderabad State also, the textile 
industries have the first place, though the emploj'ment given 
by these Industrie in Hyderabad is only 24%o as against 43% 
m the Indian Union. In Kashmir the te.xtilc industries account 
for 7&% of the industrial employment. These facts bring out 
the overwhelming^ importance of a single group of industries 
in the Indian Union. In Pakistan no single group of indus- 
tnes r.^-ounte for an employment of more than 23.2% ; in 
the Indian Union tcxdle group alone emplo\*s 43% of 
the total indusb ,^1 workers. The engineering group of indos- 



Table 20. Distribution of Main Groups of Industries, 1943 
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Table 21. Percentage of employment in each group of indus- 
tries to the total industrial employment of each region, 1943 



Indian 
j Union 

1 

Pakistan i 

Hyderabad 



Kashmir 

Textiles 

1 

' -53.1 

) 

16.0 1 

24.1 

77.9 

Engineering 

13.x 

228 

12.2 

9.5 

Minerals & Metals ’ 2.6 

4.2 

3.3 

1.0 

Food, Drink & 
Tobacco 

j 1 

! 11.2 1 

12.1 

12.5 ' 

2.1 

Chemical 

i ! 

2.4 

2.9 

1.0 

Paper 5: Printing 

1.7 

2.4 

I 4.3 

2.1 

Wood, Glass & 
Stone 

. I 1.8 

4.4 

12.6 

1.0 

Hides & Skins ... 

. ; 10.6 

1.9 

2.0 

0.3 

Gins & Presses .. 

4.6 

23.3 

21.8 

— 

Miscellaneous .. 

, ! 6.7 

( 

1 10.5 

1 

4.0 

4.2 

Total 

1 

. j 100 

1 100 

100 

100 


tries is more important in Pakistan relatively speaking than 
in the Indian Union or in the States, as it absorbs a little 
less than a fourth of the total industrial workers in Pakistan, 
The position of food, drink and tobacco group of industriei 
is about the same in the different units. The wood, glass 
and stone group of industries has greater importance ir 
Hyderabad than in the two Dominions. The hides and sldns 
group has some importance in the Indian Union but is almos 
negligible in Pakistan and in the States. The most strikini 
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contrail between the different units, however, is in the case 
of Uic gins and presses group, .For, whereas in Pakistan and 
Hyderab.ad it constitutes Uie first best and the second best 
group rcspectivch', in the Indian Union it is one of the least 
important, and in Kashmir, there arc no ginning and pressing 
factories at all. ' ■ 


DivERsiTi' OF Industries 

From a closer examination* of the distribution of industries 
in the different units according to the groups mentioned 
above, it will be found .tliat out of 87 industries covered by 
the 10 groups. 2S arc wholly absent in Pakistan, while 43 are 
absent in Hyderabad and 68 in Kashmir. On the other hand, 
in the Indian Union all the 87 industries arc developed to 
some extent or other. The most important industries which 
are hot found "in Pakistan arc jute manufacture, ship build- 
ing, iron and steel works, copper smelting, lead smelting, mica 
smelting, dyeing and bleaching, paper and paper pulp, soap 
and metal stamping. 


Size of Industries 

The above discussion of the distribution of industries will 
not be complete unless we make an attempt to have some 
idea of the relative size of industries in tire different units. 
Table 22 (next page) gives the relevant details. 

It will be seen that whereas in tlic Indian Union there are 
five industries, viz., cotton spinning and weaving, jute manu- 
facturing, general engineering, railway workshops and ordnance 
factories, each of which employs one lakh or more persons, 
in Pakistan and in the States there is no such industry. Simi- 
larly, whereas in the Indian Union there are four industries, 
viz., iron and steel, sugar mills, tea factories and cotton gins 
each of which employs between 50,000 to a lakh of persons, 

* For details, see Appendix III. 
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■in Palcistan and in the States they have no such industries. 
;The position of the different units witli reference to the indus- 
tries employing less than 50,000 persons is obvious from the 
table below. 


Table 22. Size oj Industries 


NO. OF INDUSTRIES IN 


EMPLOYED 

Indian 

Union 

1 

Pakistan jHyderabad 

1 

Kashmir 

Over one Inkh 

5 

— 

— 

- — 

50,000 to one I akh 

4 

— 

— 

— 

10,000 to 50,000 

24 

5 

2 

— 

5,000 -to 10,000 

13 

4 

— , . 

— 

.■1,000 to 5,000 

23 

19 

13 

2 

500 to 1,000 

8 

11 

7 

3 

Below 500 

7 

19 

19 

12 


Conclusion 

In conclusion we may say that; (I) Pakistan’s relative 
share in the industrial emplojuient of Undivided India is less 
than its share in tlie population of the countiy as a whole ; 
(2) that the development of its industries is not as diverse as 

in the case of the Indian Union ; (3) that it lacks many of 

the major industries ; and (4) that even those industries which 
it has are of a smaller size as compared to that of industries 
in the Indian Union. The same remarks are also .true of 

Kashmir and Hyderabad where the size of industries is 

comparatively small. 









' IV. ‘ TRADE BETWEEN INDIA AND PAKISTAN 

Internal Trade before Partition 

■ From the foregoing review of productive resources of both 
he Domimons in Agriculture and Industries, it is obvious 
hat though the country as a whole is agricultural, Pakistan 
s more so, ■ as most of the industrial development of the 
:ountry is ' concentrated in the Indian Union. Hitherto the 
equirements of the country as a whole have been met in a 
;onsiderable measure by internal exchange of goods. In fact 
he Banking Enquiry Committee estimated that the volume 
)f the internal trade of India was 15 times that of its external 
rade. It is npt possible to estimate the percentage of the 
hternal trade of Undivided India which is affected by the 
iivirion of the country. The Standstill Agreements between 
he two Dominions provide for the continuation of the exist- 
ng economic and commercial relations till 31st March 1948. 
By that time we may have the emergence of either a unified 
konomic polic)' on the basis of an Agr<^ement mutually bene- 
icial or the emergence of diverse economic policies, each 
Dominion trjdng to go its own way. On the former assump- 
Son, it is possible to have a common customs tariff on imports 
:oniing from third countries or a continuation of the 
present arrangements. Even so, changes in tariffs are bound 
Ip he made, -though they may be made by mutual agreement. 
If, on the other hand, diverse economic policies axe adopted, 
ive rvill have . an internal customs line where duties will be 
imposed oh goods crossing the boundaries of each Dominion. 
Though it is not. possible to consider all the possibilities of 
hade between the two Dominions, we shall review the posi- 
tion -rvith reference-to a .few of the more, important commo- 
dities, which will broadly reveal the nature of the problem. 
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Foodstuffs 

As we have seen before there is an overall deficit of food 
stuffs in the Indian Union estimated at anything hetweei 
3 to '5 million tons of foodgrains. Western Pakistan has : 
surplus of .62 million tons of wheat, .27 million tons of ric^ 
and .1 million tons of inferior grains or a total of ahou 
one million tons. Eastern Pakistan has a deficit of .6 millioi 
tons of rice. This means tliat besides c.vporting the availabh 
rice from Western Pakistan to Eastern Pakistan, arrangements 
will have to bo made to find the balance of the rice require- 
ments of Eastern Pakistan, say from Burma. If Easterr 
Pakistan is not likely to take the entire surplus of Westerr 
Pakistan, about half a million tons of wheat from Western 
Pakistan will be available for export to the Indian .Union. 
It is obvious that thoagh the Indi.an Union will like to have 
this half a million tons of wheat from Western Pakistan, if 
will not meet her deficit of foodgrains, and it will be 
necessary for her to import large quantities of foodgrains from 
outside, so long as she is not able to grow the nccessaij' 
quantities uithin the countiyn 


Cotton JIa.nufactufxs 

The production of cotton textile mills in the country as a 
whole in the peak year 1943-44 was estimated at 4870 million 
yards of cloth. The average annual production of handloom^ 
cloth has been estimated by the Handloom Fact Finding Com-' 
mittee at 1500 million yards. 

Out of the 410 cotton mills in the country', 15 are in 
Pakistan and 395 in the Indian Union including States. Tbs 
number of spindles in Pakistan is .3 millions and the number 
of_ looms .03 millions. The I.-idian Union has 10 million 
spindles and .2 million looms. The production of cloth h 
distributed as under: 
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Table 23. Production of Mill cloth and Handloom 
cloth, 1943-44 


i 

REGION ' 

Mill cloth 
(million yds.) 

Hnndloom cloth 
(njillion yds.) 

Total 

(million yds.) 

W. Punjab 

50 

.35 

175 

E. Bengal ... J 

140 

106 

! 246 

SJ.W.F.P. & Baluchistan] 

[ nil 

nil 

nil 

Sind 

nil 

4 

4 

Total Pakistan 

190 

235 

i 

425 

Total Indian Union ... 

4680 

1 

1365 

6045 


From the above it is dear that the production of doth in 
Pakistan is 425 miilion 3 'ards. As against this the doth 
requirements of Pakistan including the Pakistan States and 
Sylhet may be estimated at about 925 million j^ards. In 
1946, the Textile Control Board allocated the foUowng yard- 
age of doth per capita to the different Provinces that now 
consMtute Pakistan. 


Table 24. Cloth Requirements of Pakistan, 1946 


REGION 

[cloth Allocation 
per capita i 

(in yards) | 

Population 

(millions) 

Total cloth 
required 
[ (million yds.) 

Sind 

16 

4.5 

72 

W. F. P. 

19 

3 

57 

S. Bengal 

10 

43 

430 

iV. Punjab 

19 

15.5 

295 

daluchistan 

19 

1 

1.5 

29 

! 
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During the same j-car, tiic allocation by the Textile Control 
Board to Provinces now forming the Indian Union was on 
the basis of 10 jMrds per head. Assuming tliat the per 
capita consumption of cloth in the Indian Union is increased 
to 15 yards, there will still be an exportable surplus of 
1500 nuliion yards in the Indian Union. Though it is possible 
to have differences of opinion regarding individual needs of 
cloth in different parts of the two Dominions, the above 
figures lead to tlic conclusion tliat Pakistan will need a 
substantial quantitj' of cotton piece-goods, which it will be 
possible for the Indian Union to supply. 

In respect of raw cotton Pakistan is favourably situated. 
In the year 1943-44 the mills in the Indian Union consumed 
4.5 million bales of raw cotton. Out of this 1.5 million bales 
were imported, 0.5 million bales from other countries and a 
million from Pakistan. Out of the one million bales imported 
from Pakistan 0.8 million bales were of long staple cotton, 
Tlie mills also consumed 1.7 million bales of long staple 
cotton produced in the Indian Union. It has been found that 
in recent years considerable progress has been made in the 
Indian Union for the development of long staple cotton. More 
systematic steps in this direction arc being taken bj' the Indian 
Central Cotton Committee. It will however take some time 
before the Indian Union is in a position to meet her own 
requirements of long staple cotton. In the interval she must 
continue to import and for this purpose, she will have to 
depend on Pakistan, though imports of long staple cotton 
will also come from Egypt. Konj’a and the U.S.A. 


Jute and Jute j'iIanufactures 

While discussing the Agricultural Resources of the two 
Dominions, we foimd that East Bengal produce's about 73.4% 
of ti.j total raw jute of Undivided India. But the jute miUs 
whic'> are the principal buyers of this crop are all located 
roeud about Calcutta in West Bengal. In all there are about 
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46,W0 hcs-isn looms and 25,000 sacking looms in the Indian 
Union and these constitute about 57% of the total jute looms 
in the world. Undivided India was the principal supplier of 
raw jute and jute manufactures to the world. The following 
table givc.s figures regarding tlic uti!i.sation of the raw jute 
production of the country before tlic partition. 


Tahh 25. Utilisaiion of Raw Jute in Undivided 
India, in thousand-; of bales 



Estimated 


i Exports 


Production j 


Avetflfe 05 j ) 

lU fe.its tad- I i 

inst 1935-39... I 9.072 ) 3.978 

i9t5.46, ...! 7.991 I 2,213 


CONSUMPTION 
IN INDIA 


! V(U»sl- 
' constir-.p- 


Total 


l')f mill* 



The amount of raw jute sent abroad varies between 25% 
and of tlic total raw jute produced in the countran Apart 
from ihi.s export, we also sent abroad jute manufactures to 
the tune ol .6 million tons in 19.13-14. These exporU are of 
5 fluctuating character. 

How <i»;s the division of the country' affect the jute 
induMiy; The effect is that while tlic Indian Union is the 
w vnuf.u luring centre. Pakistan has the raw matcri.al. Haw 
piit; pniduced in East Uengal is of a quality superior to 
b-ii produced in West Pa'ngal .and other parts of the Indian 
Umnu. P.ecause of its strenetb and high coloured fibre. 


P.d.;'.*an line is peculiarly 
r.f: '-En s, whirii account for 


suitable for the production of 
about 47”o of our total pr-nduc- 


d inte manufactua's. it has fjeen estimated by the 


ladi.m Cvt 
k'e oi jut 


ntra! Jute Committee in thvir Report on th.e m.arket- 
that the lncli.tn Jute Mills taVie about 70% of 
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their raw jute requirements from East Bengal. On an average 
the Indian mills can consume about 6.5 miEion bales of raw 
jute per annum. On the above basis Pakistan can give to the 
Indian Union 4.5 milEon bales of raw jute. 

■ It must be remembered that under the existing circum-r 
stances, the Indian Union is the only profitable market for 
Pakistan jute. To send jute to any country outside India, 
Pakistan needs a port as large as Calcutta, which used to 
send out 90% of our jute exports. Chittagong in East Bengal 
IS too smaE for this purpose. At the most it can handle only 
15% of Pakistan’s production of raw jute. Further, it would 
take years to expand the capacities of this port. Pakistan 
has no mills and under the existing circumstances of world 
’ shortage of capital goods and paucity of capital in Pakistan, 
the possibilities of Paldsfan having her own jute miUs, in 
the near future, are limited. 

Once we realise this interdependence of Pakistan and the 
Indian Union in the matter of raw jute and the jute industry, 
it wE be easier to imderstand the economic and financial 
impEcations of the jute e.xport duty, levied by the Pakistan 
Government on aE raw jute going to the Indian Union. 
Because of their superior bargaining capacity, the Jute Asso- 
ciation of Calcutta and the JliDowners uill be able to shift 
a part of the incidence of this duty on the Pakistan growei 
of jute in the form of lower prices. If the existing double 
duty on jute remains, production of substitute syntheticE 
abroad will be encouraged. The Indian Union jute growers 
may themselves try to improve the production and quality 
of their own raw jute and would be able in time to replace 
a considerable part of the East Bengal suppEes. 

It would be in the mutual interests of both Pakistan and 
the Indian Union to negotiate a settlement of this contro- 
veraal issue on the basis of only one export duty at the 
ports to be shared equitably between them. Such an agree- 
ment will benefit both the Pakistan growers of raw jute and 
the Indian Union jute manufacturer, while preserving at the 
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fame lirao the larger interests o{ our jute inclustr>* in the 
world market. • 

CO.M. 

The average annua! output of coal in tiie country has been 
estimated by Ihe Indian Coal l-iclds Committee at 29 million 
tons. Pakistan produces only 0.3 million tons of this quan- 
tity. Pakistan’s minimum requirements of coal may be esti- 
mated at three million tons of which the raihva 3 '.> alone will 
consume 2 million tons. For anj' industrial development in 
future Pakistan will require more coal. Till she is able to 
develop her mining resources, if any, she will be dependent 
on the Indian Union for her coal supplies. 

Sugar 

_ The following table gives the production of sugar in the 
Indian Union and Pakist.an during 1913-14 as compiled from 
the estimates made by the Panel on Sugar Industry. 


Table 26. Su^ar Production, 1943-44 


• 

' Area under ! 

! siif^arcnnc j 

Number of 
factories 

; Sup-ir 

I produced 


1 ! 

(OOO's of ncrcs) j 


(inOOO'softons) 

Indian Union ...■ 

3G.60 j 

146 

11,91 

Pakistan ' , 

1 

6.18 1 

8 

25 

Total ... j 

-■ * 

42,78 j 

ISl } 

( 

12.16 


It will be seen from the table that though the area under 
S’^garcane in Pakistan is about 14% of the total, its pro- 
“ction of sugar is only 2%. This is because the number of 
^gar factories in Pakistan is onty 8 out of a total of 154.. 
a,-; per capita consumption requirement of at least 6 lbs. 
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per year, Pakistan needs about 2 lakhs o£ tons of siigar, 
whereas on the same basis the Indian Union wll need only 
about 8.5 lakhs of tons. The Indian Union can supply a 
large part of Pakistan’s sugar requirements for some years 
to come. 


Mica 

64% of the world’s production of mica is in the Indian 
Union. Pakistan does not produce mica and her require- 
ments, if any, will have to be found from India. 

Cement 

Though the sales of cement for the financial year 1946-47 
amounted to only 16 lakhs of tons, the present rated output 
of cement in the ‘counirj' is estimated at 26.5 lakhs of tons. 
Of this quantity the Indian Union is capable of producing 
21 lakhs of tons and Pakistan can produce 5.5 lakhs of tons. 
Because of the war, much of “the building and construction 
work requiring cement was taken up only on Government 
works. It is not possible therefore, to estimate the demand 
for cement at the present day, though there is likely to be a 
great demand for housing materials on private account. 
A ton of cement would need half a ton of coal and an ade- 
quate supply of gunny bags for packing. Because of its 
precarious coal position and lack of manufactured jute, the 
Pakistan Government will depend on the Indian Union to be, 
able to produce an output upto its optimum capacity, whereas 
the Indian Union being favourably situated in the supply of 
these materials can increase its production of cement in 
course of time. 

! Iron and Steel 

■ It is said that Pakistan has some deposits of iron but 
thfey have not yet been tapped. Besides, Pakistan has no 
pig-iron or steel industry. The production of steel at Jam- 
shedpur is not adequate for the requirements of the Indian 
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Ut'.ion and wc shall have trt import sh-oi from other countries. 
It may however be jK>?sibie {or cerl.ain essential r.tccl require- 
ments of pakisl.an to be mot frons tlie Irtdian Union by 
agreement. 


Cojtcj.t.'t'tos 

Tlie foregoin" review oi the trade in some of the 

.more important commodities tAtv.een the Inelian UnioJi and 
Pakistan reveals tire foliowinj;. 

On an avcraite the dehrit of the Indian Union in food- 
stuffs is anywhere between 3 to 5 inilliott tons. Paki'-Lan 
can supply about ..a rnitlion tons. The Indian Union will 
require 4 million b.alrs of raw jute frotn P.d;i,-tan for her jute 
iiumufacturing industiy. Pakistan will still have a sur}>lu5 
of 3 million bales for c.xportiu'; to other countric.s, lltc 
Indian cotton textile mills will require l.f? million bales of 
long staple cotton from out.=idc ; Pakistan is in a position 10 
supply about 0.8 million bales of such cotton. Pakistan will 
be dependent for tlte .Mipply of cotton picccgoods on the 
Indmn Union to the extent of .qoo million yards or more. 
Similarly, .che will depend for the su!>piy of sugar on the 
Indian Union to the e.xtent nf 370 million lbs. Pakistan will 
nbo have to obtain her coal requirements of about 3 million 
tens from the Indian Union. Similarly. Pakistan will have 
fo obtain supplies, of steel, le.alher .goods, jute manufactures, 
some metal.s and minerals and glass from the Indian Union. 
Though it is not possible to make reliable estimates in monej' 
valuc.s of the requirement? of each Dominion, it may be said 
that on the whole the exports in terms of money xmlucs of 
Pakistan to the Indian Union may he in excess of her imports 
yy R?. 47 <'rorc> n yenr,* In oilier words, Prilxisttin 

likely to have a favourable balance of trade with the 
ndian Union to this extent. 

Though we cannot forecast the exact nature and volume 
^or details of this estimate, pee Apj'cndix IV. 
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Table 27 


COMMODITIES 

VALUE OF EXPORTS (in lakhs of Rs 

1938-39 

1945-46 

1. Coal and Colsc ••• 

1,36 

25 ■ 

.2. Coffee 

75 

' 26 

3. Manganese Ore 

1,07 

65 

4. Sandalwood Oil 

10 

16 

5. Twist and Yarn 

1.87 

1.48 

6. Cotton Pieccgoods 

3.24 

29A2 

7. Jute Manufactures 

26,26 

57.12 

8. Tobacco Manufactures ... 

74 

48 

9. Rubber 

72 

37 •, 

10. Tea 

23.42 

35,52 

Total 

1 59,53 

125,81 


B. ARTICLES JIAINLY EXPORTED FROM 

PAKISTAN ' - 

As for the articles which ate mainly produced in Pakistan 
and are likely to be exported by Pakistan and not by the 
Indian Union we maj' refer to wheat flour and raiv jute whose 
export in the selected years was as under: 


Table 28 



1938-39 

1945-46 


(in lakhs of Rs.) 

L ' Wheat Flour ... 

78' 

3 ' 

Raw Jute 

... 1339 

1584 
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It may I)e mentioned however that the export of raw inte 
is (lone mainly through Calcutta and only in a small measure 
through Chittagong. It is well known that the export trade 
of raw jute is handled by business houses in Calcutta, con- 
trolled mostly by the citizens of the Indian Union. They 
are also known to finance the grower of raw jute so drat he 
may be encouraged to produce the material for export. 
Though it is not possible to estimate the exact proportion in 
which the export trade, in raw jute is handled by Calcutta 
merchants, it would be true to say that a substantial portion 
of it is under the control of Calcutta merchants. The recent 
imposition of the jute export duty across the land frontiers 
of Pakistan will perhaps cr5'stallisc this position. Calcutta 
raerchpts who want to continue to export raw jute- will have 
in the first place to’ iniport it from Pakistan after paying the 
duty. Thereafter, they will export it to their customers 
abroad. It is obvious that to the extent to which raw jute- 
is handled by merchants of the Indian Union and exported^ 
via Calcutta, it becomes an export of the Indian Ilmon. 
This implies that Pakistan will obtain Indian rupees in lieu 
uf jute e.xported to the Indian Union either for further export 
or for local use ; this will be foreign exchange for Pakistan, 
which will- be’ first required for the purchase of goods from 
India as indicated in the former chapter, and may be avail- 
able for international use, if there is a surplus of such 
exchange. In any case for the present such exchange is not 
available for international use, because it is not possible to 
convert the rupee freely into foreign exchange. 

■" C. OTHER ARTICLES 

"^bere are certain commodities for which it is difficult to 
divide the trade between the two Dominions, cither because 
data are kanty or because it is not possible to ascertain 
me origin of the trade, in. view of the widespread’ distribution 
fheir .production. In : the case of such commodities we 

( 
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have assumed tiiat the trade passing through Bombay and 
Madras belongs to the Indian Union ; that passing through 
Karachi is attributed to Pakistan and the amount passing 
through Bengal is divided between East and West Bengal 
on the basis of their population. This gives the following 
results. 


Tahh 29. Other Exports (in- lakhs of Rs.) 



1938-39 

1945-46 


1938-39 

1945-46 

Exports from 

1 

1 





Madras 

1 12,85 

i 15,76 

Exports from 






Karachi ... 

4,14 

18,12 

Exports from 

i 





Bombay 

5,72 

11,66 

Export attri- 




I 


butabic to 



Exports attn- 

1 


E. Bengal 

5,43 

7.66 

buted to 

1 





W. Bengal ... 

j 2,72 

3,81 





1 





Total India... 

I 21,29 

1 

31.23 

Stan 

9,57 

25.78 


D. MISCELLANEOUS ARTICLES 
The fourth category of commodities not covered by the 
above classification may be treated as miscellaneous commo- 
dities. The export trade in them is divided on the basis ol 
the percentage share of India and Pakistan in respect oi 
population, ^^z., 81% and 19% as under: — 


Table 30. Miscellaneoiis Exports (m lakhs of Rs.) 

India Pakistan 
4715 1106 

3418 802 


1938-39 

1945-46 



and Pakistan in Exports 
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r.C0^•O^tIC CONSEQUKNCCS or THE rARTITIO.N' 

Tabic 31 summarises the results ol the above analysis. 
It will be seen that by this mcthoil ol calculation we arc 
reasonably sure of the source of export in the case of groups 
A and B which togelhcr account for alxmt 57% of the total 
exports. In tlio ease of the other two groups it is hoped that 
the estimates would be approximately correct. The resrdt 
shows that in bollr the selected ye.ir?, Uie share of India in 
tlic total export trade is a little l'e.=s than S0% and the share 
of Pakistan is a little more than 20%. whcrc.as their popula- 
tion is in the projxjrtion of 81 to )9. 

Detailed estimates of the share of each Dominion in the 
total import trade of Undivided India are not possible because 
of want of adequate information on the subject. While it is 
possible to trace the exports of each Dominion through sta- 
tistics of production, the absence of data regarding the regional 
consumption of imported articles makes it difficult to estimate 
the imports of each Dominion. Besides, published import 
figures do not include imports on Government account, which 
are bound to be substantial in recent years because of large 
food import.s on Government account. In spite of these handi- 
caps, a tentative attempt has been made in the following 
table to arrive at a broad estimate of the imports of each 
Dominion ; — 


Table 32. Share of Iwport Trade on Private Account 
19t5-16 (in crorcs of Es.) 


CATEGORY OF ! 
IMPORTS ; 

[ Total > 
, Impcfis j 

Sliar« cl 
Pakistan 

Share of 
Indian Union 

P.uis of 
Division 

Food, drink and to- . 



1 

1 

i 

hacco 

22 

5 

S 17 

1 Population 

Raw materials of 
industries ■ 

128 

! 9 

1 

i , 

119 J 
t 

Industrial 

cmploj'mcnc 

Manufactured goods. 


i 2'* 

1 


Population 

- Total ... i 

1 • 'j 

: .234 

31 

203 
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This shows that tlie share of Pakistan in the import trade 
is about 15% as against its share in the export trade which 
is about 20.%. 


Balance of Trade 

Detailed figures for years later than 1945-46 are not avail- 
able. But if we divide the foreign trade of Undivided India 
Eor the year 1946-47, according to the proportions noted 
ibove, some broad tendencies regarding the balance of trade 
if each Dominion can be observ'ed. 

The peculiar feature of the trade of Pakistan that is 
revealed from the analysis given in the preceding section as 
as in this, is that the foreign trade of Pakistan will be 
iredominantly with the Indian Union as shown below: — 


Table 33. Balance of Trade of Pakistani, 1946-47 
(in crorcs of JRs.J 



To or from India 

To or from 
other countries 

spoils from Pakistan 

• 

121.5 

64 

“ports into Pakistan 

74.5 

43 

slcistan s Balance of Trade on 
Pnvate account 

+47 

-f21 

, ' Total ' ... 

-f 68 


Though" the trade of the Indian Union' with Pakistan is 
''ihstantial, her ' trade with other countries is much greater 
s shown in the following table. ' . ■ 
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Tabic 34. Balance oj Trade of the Indian Union, 
1946-47, (in crorcs of Rs.) 



To or from 
Pakistan 

j To or from 
[ other countries 

Experts from Indian Union 

74.5 

255 

Imrotrs into Indian Union ... 

121.5 

243 

Indian Union's Bilancc of Trade 
on private account 

1 

-17 

i 

-1-12 

Total 

! -35 

1 . 


Tile above tables show tlie probable extent of the favour- 
able balance of trade that Pakistan may have, and also the 
extent of adverse balance of trade that the Indian Union 
may have to face. If the trade on Government account 
which includes larfje food imports, is taken into account, the 
advcrec hahnee ol trade of the Jadian Union will be much 
prcaicr. The above tables also bring out the close inter- 
dependence of the economy of the two Dominions. 


FORrlCN’ ExenAXGE 

From the jwinf of view of the balance of payments with 
foreign countries, and Uie capacity to purdiase imports from 
•abroad, the alxivc annlvsis h.as considerable .significance. We 
have .'hown that Pakistan is likely to have a favourable 
balance of trade both .with the Indian Union and with odicr 
countries. The Indi.an Union on the other hand is likely 
to_ have an adverro teLance of trrulc Ixith with PaJristan and 
with other countries. It must however be rtmcmlrercd tliat 
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the volume, of trade of the Indian Union is much greatet 
than that of Pakistan and the room for adjustment is there- 
fore greater. The industrial development of the Iiidian Union 
and her greater total resources will make it possible for her 
to restore the necessarj' balance in her trade as soon as 
possible. So long as tlris is not done, the Indian Union will 
have to face the problem of restricting imports. 

• ' ■ t 

Sterling Balances 

The necessity for increasing our foreign exchange resources 
by developing exports has been recently emphasised by the 
Commerce Minister. This is so because it is desirable to 
purchase current imports by means of current exports. T c 
possibility of developing the export trade depends however 
on the increase in the production of various things. In is 
connection it may be appropriate to refer in brief to ourr 
foreign exchange reserves in the form of sterling balMce^ 
It has been decided that these reserves should not be utihsed 
for the import of less ' important goods, but should be use 
to finance- the import of capital goods required for the deve op- 
nient of the country. . In more recent times, the sterling 
balances had to be used for purposes other than capital goods. 
These balances reached the record figure of Rs. 1733 crores m 
April 1946. By March 1947 they came down to Rs. 1612 crores 
showing a reduction of Rs. 121 crores in a year. y 
1947 they amounted to Rs. 1547 crores. This reduction is 
accounted for by the large imports of food grains ^ well as 
of consumers’ goods. With a view to conserving ese 
resources for the future, the import policy was changed Horn 
the middle of 1947. Certain non-essential luxury goods have 
been prohibited: other consumers' goods are license ^ 
quota basis. Restrictions on remittances abroad have Deen 
^Posed. -Imports of food, capital goods and raw “^-teria 
for industries as well as certain essential ednsumers goods 
We allowed freely, reduction in sterling balances from 
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•July to November 1947 was only Rs. 21 crores, because oj 
ihe new policy. During this period the provisional agreemeni 
regarding sierling balances was in operation, which made il 
possible for the Government of India to remove the discrimi' 
nation in imports between the sterling area and the dollai 
area. The agreement provides that the sterling balances toI 
be divided into two accounts, Account No. I and AccounI 
No. II, The second account contains what may be callec 
the frozen balances which cannot be used, imtil they are 
transferred to Account No. I. In the first account there wai 
a credit of £65 million, of which £30 million represented £ 
working balance. This was to last upto 31st December 1947 
and is to be replaced by a new provisional agreement whid 
is now under negotiation. 


It TOs provided that we could use the amounts in Accoun 
No. I in any part of the world including the U.S.A. Oi 
account of the dollar crisis which has developed in the U.K 
in the meanwhile, which has resulted in the suspension 0 
the convertibility of sterling into dollars, it is possible tha 
in future the discrimination between imports from dollar ant 
sterling areas may be necessary. 


India continues to be a member of the Empire Dollar Pool 
This is a fund containing foreign exchange . resources 0 
different sterling area countries with the Bank of England 
Members of the sterling area can obtain their foreign exchangi 
from this Fund and they are expected to keep their foreigi 
exchange earnings in sterling with this Fund.' During thi 
penod September 3939 to March 1947 we made a net contri 
bubon of ^ 92 crores or 275 milUon dollars to this Fund 
Since 1946-4/ we have been drawing from the Pool for ou 
requirements and we are dependent on the Pool for oui 
^rrent deficit with the U.S.A. and other hard currency coun 
taes. The future position in this connection wiU depend 01 
the new agreement regarding sterUng balances 
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Division: of Sterling Balances 

: The figures referred to above regarding sterling balances 
and Empire Dollar Pool relate to Undivided India. For the 
purpose . of division of these assets between the two Domi- 
nions,' the following procedure will be adopted. According 
to the agreement for the division of assets and liabilities 
between the two Dominions, the position of the note circula- 
tion in Pakistan will be determined as on 30th September 
1948. Pakistan Notes, that is, notes inscribed \vith the words 
" Governinent of Pakistan ” will be issued from 1st April 
1948. The people of Pakistan will have the opportunity of 
.converting, the existing Indian Notes into Pakistan Notes. 
..^sets equal to the total liability in respect of Pakistan Notes 
will be transferred : to Pakistan after 30th September 1948. 
Different types of assets, such as gold, sterling securities, 
India rupee coin and Indian , rupee securities will be trans- 
ferred in the proportion in which they are held in the Issue 
Department of the Reserve Bank on 30th September 1948, 
subject to the following arrangement. The sterling assets 
nf the Issue Department and the Banking Department of 
the Reserve Bank of India as on 30th September 1948 will 
be taken together. Deductions will be made from this total 
for lump payment to H.M.G. for pensions, etc. Out of the 
balance, a sum in sterling, which along with the gold held in 
die Issue Department Avill be equal to 70% of the total 
Habilities of that Department on 30th September 1948, will 
be allocated between the two Dominions, in the ratio of the 
liability for notes in each Dominion. Of the remainder, 17 
will be allocated to Pakistan. By this calculation, Pakistan 
wiU be entitled to additional sterling in excess of what %vas 
decided by the Pakistan Monetary System Order as explained 
above. This excess amount will be sold to Pakistan in 
return for Indian rupees from the frozen part of the sterling 
balances. - - . ' 



VI. TRANSPORT 

An attempt has been made in this chapter to give a brief 
analysis of the way in which the Transport Services- are 
■aliected by the partition. We do not refer to roads as they 
naturally fall witliin the Dominion concerned. Tlie discu^ 
sion is confined to (a) Railways, (b) Shipping, and (c) Civil 
Aviation., 

Ratuvays 

By tlie division of the countiy, seven out of the nine" 
-railway systems go intact to the Indian Union, while the 
remaining two, namely, the Bengal As.sam Railway and the 
North Western Railway have been di\'ided on the basis of 
location within the physical boundaries of each Dominion. 
The total route mileage of railways in each Dominion is shown 
in the following table; — 


Table 35. Route Mileage of Railu’ays 


The Indian Union 

Miles 

j 

Pakistan j 

Miles 

1 

Sections of NAV.RIj’.: | 


Sections of N.W.Rly. : j 


Commercial ... j 

1,610 

Strategic ... j 

1,817 



Commercial 

3,110 

Sections of B.A.RIy. : 


Sections of B.A.RIy. : ] 


Broad gauge 

376 

i 

Broad gauge 

503 

Meter „ 

1,399 

Meter „ 

9^ . 

Railways not affected 

i 

Jodhpur Hyderabad 


by Partition 

21,180 

Railway 

319 

Total 

24,565 

Total 

6,748 

Capital at charge, Rs. 672 crorcs 

Capital at charge, Rs. 136 crorcs 


08 
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The table shows that the share of Pakistan in the total 
route mileage of the railways of Undivided India is about 20%. 

It is difficult to foresee the financial trends in the working 
of the railwaj's of each Dominion vis-a-vis the other, as the 
Pakistan Railway Budget is not yet out, Tlic Railway Budget 
of 1947-48 for the whole of India as presented to the Central 
Legislature in Febniarj' 1917 has been seriously affected by 
the implementation of tiic recommendations of the Central 
Pay Commission and by an increase of coal prices. It would 
not tliereforc be safe to make estimates for Pakistan by the 
use of die figures of the interim Railway Budget of the 
Indian Union. We shall however attempt to give ah idea of 
the financial position of Pakistan Railways by other methods. 

Railways in the Indian Union 
Taking into account the recent increase in the railway rates 
and fares, the financial working of railways in die Indian 
Union during the period 15-8-47 to 31-3-48 and for the budget 
year 1948-49 is showm below: — 


(Rs. in crorcs) 


15-8-47 to 31-3-48 1948-49 


Budget Revised Budget 

Gross Traffic receipts ... 116.15 108.00 190.00 

Total working expenses ... 107.18 100.99 159.78 

Net miscellaneous revenue • 1.28 1.40 2,16 

Net Revenue ... 10.75 8.41 32.38 

Interest charges ... 13.44 .13.61 22.53 

Surplus (-{-) or Deficit — ... — 3.19 — 5.20 -i-9.85 


Railivays in Pakistan 

As pointed out’ above, exact figures of the financial working 
of the railways in Pakistan are not yet available. The 
following table however shows the nature of profitability of 
the railways in Pakistan as can be inferred from figures given 
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.in the Kailway Budget of 1946-57 for Undivided India. 
.Though the figiu-es refer to the whole of the railway s 3 -stcnis 
of Bengal and Assam and the North Wcstcfn, tlic financial 
trends are likel}- to persist even in the divided parts of these 
railways, going to Pakistan. 


Table 36. Fina?tcial IVorking of the Railiray sysicins 
■ now farlly located in Pakistan, 1946-47 
(in lakhs of Rs.) 


_ Name of the j 
Raihv.ny systam | 

1 

[ 1 

Grow ■ 
tr.iKic : 
retreipts j 

Total 

‘»orktnp 

expenses 

1 

/ 1 
Kct j 
Hevenue j 

i 

Interest 

charges 

! 

1 Profit (+} 

! or 

1 loss <— ) 

Bengal Assam Rly. ; 

: i 

14.10 i 

i J 

17.60 

I —350 

j 

1 

~65i 

Jodhpur Railway... j 

75 

48 

+27 j 

5 1 

+ 22 

N.' Western Rly. ; 
Commercial ... j 

33,51 

j 

20.17 

1 

+13.14 I 

402 1 

+912 

Strategic 

1,85 

2.86 ' 

—111 j 

111 i 

1 

1 -212 


During the j'ear 1946-47 the railwaj' sj’stems now intact 
in the Indian Union earned profits amounting to Rs. 10,26 
lakhs, while from the table it is clear that the total profits 
of die railway systems partly located in Pakistan were onlj 
71 lakhs. Thus though the route mileage of Indian Railwaj's 
is four times that of Pakistan Railways, the profits of the 

14 times those of the latter, 
e table thus shows that with the usual unprofitabilitj' oi 
the strategic lines of the North Western Railway, added to 
profitable lines of the Bengal Assam Railwaj', 
the Pakistan Railway Budget may as well fail to show a 
surplus, if the Pakistan Government like our own tries to 
implement the recommendations of the Central Pay Commis- 
Sion. 
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tonnage of Pakistan sliips would thus be abouv 40,000 tons- 
Thus while the share of the Indian Union in the existing 
shipping tonnage of Undivided India would be 85%. Pakistan’s 
share would be 15%. provided the Mogul line company 
transfers its headquarters. Though Pakistan has not a large 
shipping tonnage a rnajorit}^ of tlie sailors of the Indian 
Union are Muslims. It is estimated that out of a total 
number of 250,000 sailors in the coimtrj’, about 200,000 are 

Jluslims. _ 

There is only one training ship for cadets, the “ Dufferin 
in the Indian Union. Annually it takes about 50 students. 
The Pakistan Government has been allotted 12 seats. 


Civit Aviation 

The total air strength of Undivided India in 1947 was 
100 Dakotas, 12 Vickers Viking and 69 planes of various 
other tj’pes. At present all these belong to the Indian Union. 
It is rumoured however that the Muslim-owned Orient Air- 
ways of Calcutta may transfer its headquarters to Karachi. 
She has 9 Dakotas and 2 planes of other types. In the 
Indian Union there vill then be 9 companies while there 
will be one in Hyderabad (Deccan). The air strength of 
Pakistan iras so weak that during the recent evacuation move- 
ments, the Pakistan Government had to depend on B.O.A.C. 
planes. There arc 5 ilpng clubs in the Indian Union and 
2 flvdng clubs in Pakistan. The only training school for 
pilots at Saharanpur is in the Indian Union. Recently it has 
been decided to start an international air sendee betiveea 
India and U.K. under the auspices of the Government of 
India. This service is expectci* to begin work in May 1948. 


m. CURRENCY, BANKING AND INSURANCE 
TRAKSITIOKAL ARRANGE^^E^TS 

[ In view of the peculiar circumstances which brought about 
the sudden emergence of the Dominion of Pakistan, it is easy 
'^to understand why that Dominion could not start its career 
with an independent currency and credit system, which is 
considered to be the essential attribute of a sovereign state. 
Such an arrangement would have suddenly disrupted the 
entire economic life of that Dominion. To avoid that catas- 
trophe, the Pakistan Monetary System and Reserve Bank 
Order 1947, was issued whereby the existing currency and 
banking mechanism under the a:gis of the Reserve Bank of 
India was allowed to continue till 30th September 1948. 

The followng are the main provisions of the Order of which 
the first three relate to the currency system in Pakistan, the 
fourth defines the functions of the Reserv'e Bank as tlie 
banker to the Pakistan Government and the last refers to 
tlic relations between the Reserve Bank and the commercial 
banks in Pakistan. 

(i) The Rcsen'e ' Bank of India continues to be tire sole 
note issuing authority in Pakistan till 30th September 1948 
and " India Notes ”* continue to be legal tender in Pakistan 
till then. The Reserve Bank may issue after 1st April 1948 
" Pakistan Notes.” After the SOtli September 1948, how- 
ever, the Reserve Bank will not issue any notes for Pakistan 
and the Government of Pakistan has to make its own arrange- 
ments for issuing currency notes. 

(ii) Soon after 30th September 1948 assets of a value equal 
to the ” Pakistan Notes " will be transferred from the Issue 

‘.“India notes (coins)”: notes (coins) which arc legal tender in 
India. " Pakistan notes (coins)” ; notes (coins) bearing the inscription 
‘ Government of Pakistan.” 
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Dcpnrtrncnt of the Rci-pr\'c Hnnk to the GovcmiTicnt oi 
Pakistan. The Ciovoninicnt of Pakistan will accept " India 
Kotw” at par until Hist March 1919 and assets of vabc 
equal to such “.India Note-: *' outstanding in P.akistan will he 
tnunferred from the Isnse Department to the Government of 
P.akiitan.* 

(iii) .-\s in the ease of currency notes is'^ued b^' tlic Reserve 
Bank, the r«i>cc coins and sulHdiarj’ coins issued by tiic 
Government of India will be Iccnl tender in P.akistan at least 
one war from the introduction of the corresponding “ Paldstan 
coins." The Rc.scn,'c Bank after 31st March 194S will put 
into circulation " Paki:tan coins” as far as possible and use 
" India coins " only to supplement them when they are in 
short supply. After .30;h September 19-iP, the Government 
of Pakistan will he responsible for issiung coins. 

(iv) The Reserve Bank continuc.s to act as a banker to 
both the Centml and Provincial Governments of Indh and 
Pakistan till 30th September 19tS. Tlie management of the 
pviblic debt, the is-uo of new loans and exchange operations, 
iiowcvcr, will not l>c performed by the Resera-c Bank for tits 
Central .and Provincial Govcniments of Pakistan after Slst, 
March 1948, when the financial year ends. 

(v) The relations of the scheduled and non-schcdulcd banks 
in Pakistan to the Re.srrve Bank will continue to remain till 
30th September 1948 as they were lx;fore the parliaon. 


Bank Orncts 

An idea of the comparative strength of commercial banking 
in India and Pakistan before the actual partition of India 
may be had from the following table: 

Pakistan accounted for is^i of the Head Offices of Uic 
tola! number of scheduled banks in the two Dominions and 
for 20% of the total number of offices. In view of the fact 

* The problem of stcrlmp .iHets is dealt with in Chapter V. ■ ■ " 
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Table 37. Scheduled and Nofirscheduled .Batiks^Offices 



-INDIA- 

PAKISTAN . 

-T O T-A L- 

i ^ ' 1 -.1' !4' 1 . 

Scheduled Banks : Head Offices 

' 85 ' 

13 

98 

.. „ Total „ 1 

2,513 

633 

3.146,^^ 

Mon-Scheduled Banks : 

Head Offices 

t - < 

462 

' 157 , 

. .ew:, .- 

,, Total .. 

1,637 

568 

2,205 ' 

-‘.lu;;; fciu' .,i,t .;,t 


’ ‘ \ 

V { ' ’ ' 


that the 'population of Pakistan, is -about 20%, of, the total 
population; of the two Dominions, the offices of , the scheduled 
banks ' were distributed evenly as between the Indian- Union 
and "Pakistan, although, . India -had a greater, share in respect 
of head offices.! Pakistan had a bigger share in the distribu- 
tion' of non-Scheduled banks with capital and- reserves over 
Rs'. -' SO.OOO ’ in :that''about ' 25% of these banks . were in 
Pakistan .•) Western- Pakistan was better provided- with, bank- 
ing facilities than Eastern Pakistan inasmuch as 10 out of 
the 13 scheduled banks, and 123 ,out of the, 157 non-scheduled 
banks in Pakistan 'were situated in the Western Zone, which 


accounts ‘ -for ' 6'hly bhe-third of Pakistan's total population. 
This is -'to sonife extent due to the fact that Calcutta was the 
chief centre from'''Svhich hanking ser\’ices were radiated to 
^ast' Bengal ; in consequence, although the branch offices of 
these ' banks fall within ' Pakistan territory, the Head Offices 
ire in 'the''lndian' Union. '' ' ' • ■ i ' 

■ The folloiying : figures .from the, statement issued . by. , the 
Re^rye B^k .on- 22nd', August' 1947; showing -separately , for 
the first Titne-the'.position- of -the scheduled -banks in the -two 
Dominions giye-s'-an' idea ; of .the total deposits, advances -and 
hills discounted ■’.immediately after the partition, - , .i - ' - ! 
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"fable 38.' Banking liti’iir.css iii India and Pakistan, 
• 1947, (in crorcs oj Rs.) 



Indian i 
Union { 

! 

Pakistan j 
■ ! 

! 

Total j 

1 1 

Percentage 
of Pakistan 

1 to total 

Demand and Time dc- i 
posits ... 1 

929 

104 

i 

j 

1.033 ] 

10% 

Advances and Bills dis- 
counted 

374 

i 

i 

419 

11% 


Although Pakistan had one-fifth of the total number of 
offices of the scheduled banks in the two Dominions, its 
.share in respect of deposits as .well as of advances and bills 
discounted was only about one-tenth. This indicates tliat the 
business'. transacted per office in Pakistan was on an average 
•much smaller than in the Indian Union. ’ This shows that 
though Pakistan was not deficient in respect of the number 
of banking offices, it was deficient as compared to the Indian 
Union as regards actual banking business transacted. ■ 


Clearing House Returns 

- Clearing House returns give some indication of the volume 
of business actieity in commercially important towns. Tlie 
mllowing table compiled from tlic Rcsen'e Bank of India 
Reiwrt on Currency and Finance for 1946-47 gives an idea 
01 the comparative position of the Indian Union and Pakistan 
before the partition. (,) Separate figures arc available for 
Calcutta, Bombay, Madras, Cawnporc and Delhi in the Indian 
Union and for Karachi and Lahore in Pakistan, (ii) A con- 
sohdated figure is available for 19 other centres for the year 
p,, .'J which 17 are in the Indian Union and two in 
Pakistan. We have therefore roughly divided this consolidated 
igure in proportion to the Etimbcr of . these centra 




.'CURRENCY, BANKING -AND INSURANCE 67 

in India and Pakistan. By adding together the figures relat- 
ing to Indian Union and Pakistan respectively under (i) and 
(ii) wc get the -following estimate: — 


;,'Tahlc ,39. Attriual Clearing House Returns, 


. 

INDIAN UNION , 

PAKISTAN 

Total 

•' I 

Rs. in 
' croTcsi 

Percentage 
'to total 

Rs. in 
CTorcs 1 

1 

Percentage 1 
to total i 

Rs. in 
crorcs 

1933-39 '■ ... 

1879 

1 

97 

43 

i a 

1 • 3 

1922 

1946-47 • ... 

6782 j 

95 

356 

! ' 3 

1 

7168 


As ‘compared to the share of Pakistan in respect of the 
number of offices of the scheduled and non-schcduled banks 
the .share of Pakistan as regards clearances is too low, being 
only 5%. "This may be partly because there are fewer centres 
haying clearing houses' in Pakistan, and partly because the 
highly agrarian character of Pakistan's economy is responsible 
for a lower velocity of circulation than in the Indian ’Union. 

Recent Develop.mf.nts 

;.Thp. abpve description of the position of banking in the 
two Dominions before the partition, however, does not give 
a. proper idea of tlie pre.sent situation. The partition, which 
was- followed by the sudden eruption of communal riots in 
the Punjab has entirely changed; the situation which continues 
to, he fluid .even today. The major trends are, however, 
noticeable. , , The capital and deposit resources of many of the 
banks in. the Punjab were provided mainly by non-Muslims. 
Most of such 'banking offices have closed, or have migrated 
during the recent riots, e.g. the Punjab, National Bank, and 
ns a result the; credit structure of Pakistan has been weakened 
considerably. ...The , indigenous barikeb, mostly Hindus, who 
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were providing’ a "major portion of tHe capital,' have also 
migrated from West Pakistan. The West Punjab Government 
attempted to restrict the flight of capital by issuing art' Ordi- 
nance in the first week of September, but that Ordinance was 
withdrawn as' it ■was ultra' vires' of the Pakistan 'Monetary 
System and Resen'e Bank Order.- - Pakistan -has also attempted 
to prevent the refugees from cariydng valuable movable pro- 
perty,’ currencj' and bullion, , . 

The partition of the country was, also threatening to under- 
mine the banking system in East Punjab and- Delhi. Many 
of the refugees from West Punjab were frantically trying to 
withdraw money from branches of those banks in West Punjau 
in which they' had deposited their money. But the bank- 
could hot tTansfef 'their assets speedily 'to the "Indian "Union, 
Under such circumstances, ';the panicky' yvithdra%yal.-of deposits 
by- the refugees would, have caused a " run,”, in which many 
intrinsically sound banks would, have suffered. To meet such 
a crisis, the Resen'e -Bank Act of ,1934 was amended so at 
to -enable the -Reserve-Bank to lend liberally to the, scheduled 
banks against any type of securities which it might .consider 
sound; but' the acceptance of which might- not be permissible 
under the original Act. In addition to this, the Banking 
Companies (East Punjab and Delhi) Ordinance was passed in 
the last week of September 1947, by which the Government 
of India could pass an order staying for three months- all 
proceedings against a banicing company ■whose ' roistered 
office was situated in East Punjab of Delhi. During 'this 
period, the bank concerned is required to malce ’ payments to 
the depositors not e.vceeding 10% 'of their deposits br -Rs. '250, 
whichever is less. The Government of India can also render 
positive assistance to the banks' seeking-' TelieP by granting 
them^ advances for making pay'ments to ' the depositors. The 
conditions for the repayment of these ad varices will be decided 
by the Government on the expiry of the moratorium, but'id 
case a bank is wound up, the amo'iint due'to the 'Government 
will be the first charge on the assets of ■ the bank in respect 
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of any loan advanced before , the commencement of the Or- 
dinance.' A "similar.'Ordinance has-been issued an Pakistan. .- 
•rThe measures- mentioned above have prevented the'.adverse 
effects of: the: partition uon-dhe.-banking sj^stem -in the Indian 
Union. But the recent developments in West- Pakistan have 
shaken the foundations of the credit structure of that Domi- 
nion. It has affected the financing.cf .wheat'and cotton trade 
which is the mainstay of, .Pakistaii’s economy. The Pakistan 


Table 40. , Monthly Statement of, the Position of. Scheduled 
Lt_. . . . Bdnks dn 1947-^48 (in crpres of Rs.) , , 


} 

' 22rid 
Aug.; ! 

■•'26th-' 
Sept. ■ 

24th-- 

'Oct. 

• 21st 
-Nov. 

26th 

•Dec. 

1 23rd 
Jan. 

t 

Timatid Liabilities. . , 


\ ' . t , 

• 

• - j, 

, ■ 


India 

625' • ' ■ 

634 • 

’644 ‘ 

651 

648 

663 

,, .Pakistan 

65 ' 

, - .65 

-.68 

74 

80 

86 

rime Liabilities , 


i ■ ' 





I India ... 

314 

318 

314 

312 

316 

315 

' Pakistan • 

39 

38 

33 

31 

26 

23 

Cash ■ ' 

1 






1 India 

36 

35 

35 

35 

35' 

36 

( Pakistan 

5 

4 

5 

5 

4 

4 

Advances 

1 ‘ » i 


1 


• i 



India 

359 

'355 

367 

369 

387 ' 

410 

Pakistan 

' 44 

43 ' 

38 

38 

37 

41 

%lls Discounted 






: _ 

^'^India i-’. 

15 ; 

:-,^14',: 

;14-..- 

■ ■15 . 

■ -17 

;• i7j 

: ' Palcistah ' ' 

■1.32 

’ ‘.'5 

' ' T'". 

1.94* 

t >7 • - . 

\ 1 

•' 1” 

T 
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Finance Corporation, '.with aipaid up capital of Rs. 1 crore 
with arrangements to obtain a further sum of Rs. 5 crores, 
has been formed to finance the ginning and pressing of cotton 
in West Punjab. Pakistan is, therefore, starting its career 
with a shattered banking system. , ‘ . 

‘ Recent Banking Statistics' ■ - 
THe following tables show ' the recent trends in lianking 
both in India and in Pakistan. Table No. 40. indicates the 
trends in the financial posifion of the scheduled banks both 
in India and Pakistan, while Table No. 41 slwys ttie_trends 
of Government deposits with the Reserve Bank in tiie Bank- 
ing Department since 22nd August 1947. 


Table 41. ^Reserve Bank of India — Banking Department 
(in crores of Rs.) 



'22nd 

Aug. 

26th 

Sept. 

24th 

Oct. 

21st 

Nov. 

26th 

Dec. 

23-d 
, Jan. 

Deposits of 

1 : 

1 



1 

i 

i 


(a) Central Government of ; 







India 

361 

369 



356 

269 

Pakistan 

1 20 

i 17 

! 10 

, 7 

2 

. 

(6) Other Goveminents in ; 







India 

8 

11 

18 


17 

_:2 

Pakistan 

3 

2 

4 

4 

1 

— 


^ese statistics are compiled from w'eekly statements pub- 
lished by the Reserve Bank of India and they indicate 
monthly changes. Great caution is necessary in interpreting 
ese figures. The Reserve Bank authorities declare the figure 
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Only 10% of the Indian companies and only 2% of the 
non-Indian companies had their head offices in Pakistan. 
Almost all the head offices of non-Indian companies are in 
Calcutta and Bombay. ' ' ' ' • 

• Insurance companies operating in Pakistan are faced wito 
grave problems. Even before the partition insurance compa- 
nies had to bear the heavy burden of losses incurred by 
policy-holders during the disturbances whicli started as far 
back as August 1946. The partition aggravated the destruc- 
tion of propert}’ in the Punjab and' endangered the insurance 
structure. Insurance' companies ' which shifted their offices 
from West Punjab -could not transfer their assets and records 
from Pakistan owing to the ■ disturbances'. The' Evacuee 
Insurance Companies Association was therefore formed to safe- 
guard the interests of 26 companies whose head offices or 
other offices were in Pakistan. The business community in 
India has been pressing the Government' of India for the 
introduction of riots risks insurance similar to the 'war risks 
insurance which existed during the war, and the Government 
of India is considering the introduction of a riots risks insur- 
ance scheme under' its auspices. ' The Pakistan Government 
has introduced compulsory riots risks insurance for cotton in 
Sind and it is considering .its .extension to other provinces 
and other trades. If industrial and business activity, is .not 
to ^receive a severe check on account of insecurity of pro- 
pert}', prompt Government action is absolutely, necessary 
because these problems are be 3 mnd the control of insurance 
companies. 



VIII. REVENUE AND EXPENDITURE - 
Revenue Resources of .India /VSd Pakistan* 

in Ihis chapter we jpropo^ to give estimates of the probable 
revenue resources of tlro^ two Dominions on the e.Nisling basis 
of taxation.. There arc several statistical clifiicultics in making 
this^ attempt. The' methods adopted in the more important 
cases will be c.xplaincd below so that the probability of these 
cstiihates proving', more correct than others can be judged by 
fte reader. ' • 

Taxes on .income constitute the most important source of 
revenue in recent times. Wc have to take tlie final accounts 
of the year 1944-45 as the. basis for division, as this is the 
latest year for which the nccessarj'' details for divided Pro- 
vinces are available. In , view of this, the figures for other 
Miuccs of rcy'enuc also relate to 1944-45. It is true that due 
to changes in circumstances, the figures for 1944-45 cannot 
he fte same as those for, 1947-48 or any future year. It is, 
however, submitted that the long-term tendencies indicated by 
these figures will come 'true in future. 

Wherever possible, estirnates arc made on, the basis of the 
yield of an item of revenue in each Province or, a part of it, 
because this would reflect the local conditions peculiar to that 
wea. 'lEe division of an existing source of revenue , on, the 
basis of population is done only as the last resort, in cases 
where a more accurate ' method is not possible. In order to 
illustrate the inaccuracy which niay creep in by taking the 
population 1 basis, we may point out that the population of 
3engal is thrice, that ,of Bombay, yet Bombay contributes to 

r section was published as an article in the Times of /’idm, 

Independence Day Supplement dn 15th August 1947. It h^as been 
tonsidctably revised since. Thanks arc due to the Editor; Times of 
‘^ia, for permission to incorporate the same here. 
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the Centre a larger share by way of income and super taxes. 

For Provnncial finance, the difficulties have been greater, 
as the necessa^ details for the divisions of a Province are 
not published for recent years. The' figures for 1938-39 are 

to dSde th? done is 

to divide the revenues for 1944-45 in the proportion in which 

SL “ areas ie coS 

sTont’to those Provinces where ho divi- 

sion is involved. We shall now refer to a few leading items 
to show the methods by which estimates are made ^ 

artkle ifthf on more than 12 

Alktchi T f Sugar, 

ingly. We have omitted 2ces^ Profits rf " 

taken the Business Prbfiic t., iT - v “d m its place 

proportion of their share in thp divided m the 

Income. ^^eld under Taxes on 

bee?aboSied'1wh ^ 

time. expected for some 

opium is produce^d'^in^Inffia Indian Union as 

Gazipur Factory in the U.P manufactured' at the 

Cus(o7)is and other sourre^- n ' -t ' 

reliable data for other sonrrp' possible tp have 

which the division could 8 p n on the basis of 

the basis of population for ffip d’ therefore adopted 

these items, with tL p.pp ? uhder 

the treatment of which is ^^ 1 ^ 0 ^ tlS”'^ 
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}nk Exporl Duty. The Collowin}: table i^vcs the, yield ol 
the jute export duty in the ycai> 1938-39 and 191-1-45. 

Table 43. Yiehl oj Julc Kxf’oU Dufy fir. lakhs of Rs.) 



i 1933-39 : 

19H-45 

* i9S7-48 

1 

} J 


(nuJjtcc 

^ ^ 

Raw Jute ... : 

IW 1 

233 1 

i 

44 

1 5.00 

ManuJactuted Jute ... 

190 

Total , i 

I 397 

1 i 


nm 


As has l)ccn cxplainc<l earlier, though Pakistan produces 75% 
of the ra^v jute, she has no jute mills. The Imlian Union 
produces about 25% of the raw jute ; it has all the jute 
wills, and sends the bulk of the jute exports of tlic country 
through the port t)f Calcutta. How shouhl the jute export 
duty l)e apportioned between the Dominions? If the basis 
of location is considered, 90% of the jute exports are sent 
through Calcutta and the Indian Union can take 90% of the 
jute export dul}'. lint as the Pakislaii Cioverninent has also 
imposed a jute export duly at its land Ironticrs, she loo will 
get about 3 to 5 crores of rupees on the basis of existing 
consumption of raw jute. If there is a double duty on jute 
exports as is the ease at present, one by Pakistan on raw 
julc passing by land from East Bengal to West Bengal, and 
another by the Indian Union on jute exports through Cal- 
cutta, both the Dominions will gel about ,Rs. 3 to Rs. 5 
crores each. The double duly, apart from being harmful to 
the industry, may in nonnal times reduce exports and may 
give a further spur to the production of substitute sj'nthetics 
abroad. In view of the interdependence of both the Domi- 
tiions in respect of tlic - jute indusliy, we feel that negotia- 
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‘ Table 44 . Central Revenues : India and Pakistan, 1944-45 
(in lakhs of Rs.) 


MAJOR HEADS OF REVE.NUE 

1 

Share of the | 
Indian Union ! 

^ Share of 
Pakistan 

<1 

- Total 

1 

1. Customs 

29.32 5 

i 

i 

8.97 1 

3829 

2 . Central Excise Duties 

32.87 ! 

527 

38.14 ' 

3. Corporation tax and taxes 
on incorac_ other than 
Corporation tax: 

I 

, . 



(A) Ordinary collections... ^ 

, 52.95 

4.43 

57.38 

(B) Surcharge ... 1 

32.73 

2.84 

35,87 

1 

4. Business Profits Tax ' ... i 

11.00 

100 

. 12,00 

5, Civil Administration ' ... 1 

1 

■ 1.91 ■ 

1 ’ 

51 ■' 

■ 2,48 

'6. -Currency and Mint ... ■ 

' 9.60 

.' .2.86 

' nA6-. 

7. ‘ Civil Works ■ '... j 

59 

! ■ 18 . , 

■77 

8, Interest 

i ■ ‘l37, . 

! .'ll 

' 1.78 

9. Opium 

' 1,04 

Nil ■ 

1 . 1.04 , 

10. Receipts from States 

46 

14' ' 

- ^ 

11. Receipts in connection 
■ with war 

14.32 

4.28* 

18.60 

12. Net receipts from Posts 
and Telegraphs 

7.89 

' 2.36 ' 

1025' 

13. Net receipts from Railways 

24.64 ■ 

' 736 - 

32,00- 

14. Deduct share of income-tax 
distributed to Provinces'... 

r - 

' -21,25 

I 

! '-5.31"' 

\ * 1 ' ' 

-2626 

Total 

200.44 

35,29 

■' 235,63' 
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tions on the basis of an equitable share in jute export- duty 
may prove fruitful. We have made our estimates oh the 
basis of 'an equal division of tlie existing jute export duty. 
We have, further divided the estimated yield of jute export 
duty for each ' Dominion between the Centre and the Pro- 
vinces' according to the existing arrangement by which the 
Provinces get 62|% of the duty. So far as the Indian Union 
is concerned the Provincial share is credited wholly to' West 
Ben^l, as'it is not possible to ascertain the 'shares of other 
neighbouring Provinces, which arc however small. 

; It'ihust be added, however, that the position of this source 
I of ’revenue will in future depend on the arrangements that 
may be made between the two Dominions regarding the same. 

Subvention' fOi PwHjiccs: We have excluded the existing 
' .subventions given by ' the . Centre to , the . Provinces. It will 
be for the new Dominions to decide as to how much help 
should,, be. given to their. constituent units. 

In the lights of the above observ'ations, it will be er^y to 
follow the estimates in Tallies 44, 45 and 4(5. 

Table 45. ; Provincial Revenues ; India and Pakistan ■ , 

' ' ' ' ■ “ (in ' lakhs of Rs.) " - ' 

Province :• -• i p > - , 


W. .Punjab ' , ' ... ' ... 

... 14,95 

■Sind;,, . ■ •; 1 ,,, ! 

. ... 8,80 , 

N.W-.F.P.' •; ... . 

1,84 

E." Bengal ’ ... ' ... 

• ... 18,84 

Sylhet ' 

1,00‘ 

Br.p'Baluchistan;,., • , ... 

20 , 

■ • 'Total Pakistan ' ' ■ -• ■ 

45,63: 
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E. Punjab 
U.P. 

Bihar 

Oris?a 

AFsam (Sylhct) 
C.P. and Bcmr 
Bombay 
Madras 
W. Bengal 


8,06 
27,47 
12,75 
3,18 
4,92 
9,62 
... 33,67 

41,24 
14,78 


Total India: 


155,69 


Tabic 46. Total Central and Provincial Revenues 
of India and Pakistan 
(in lakhs of Rs.) ‘ 


DOMINION 

Share in 
Pfovtncial 
Revenues 

Share in 
Centra! 
Revenue* 

Total 1 

TtJtol 
lationin { 
thouunJt \ 

Revenuf 

per 

R» A». 


India 

155,69 


356.13 1 

2271,85 

; 15 

32 

2 

Pakistan ■ ... 

45.63 

1 35.29 

80.92 1 

68.790 

1 

12 

3 


The above figures show that the revenue resources of India 
are much greater than those of Pakistan. This disparity is 
more striking in the case of Central Revenues than in the 
case of Provincial Revenues. The Provincial Revenues of the 
two Dominions are roughly in proportion to their population. 
It ma}' be noted that Provinci.al sources of revenue are com- 
paratively static ; Central sources such as ta.\es on income 
and customs arc expanding sources of revenue. 

Pakistan is more agricultural and niral ; India has more 
industries and greater urban population. Expanding sources 
of revenue such as those referred to above arc therefore to 
be -found more in India than in P.akistan. 
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Total ... 199,92 220,35 I 208.27 236.73 












Co r.ooNO.snn cnNsr.orKNccs or Tin; i-ajitition 

( 

' So;!r. (roMi-AwroNs with {>THrit EsTI^'^■^*4^ 

i 111 tbf Ti\v>vf •.uwlybi'. t>{ tUc tvvtr.«c TCiouvco^ of tfic Indhn 
SUnion we have tried to innicatr the !on;^-fcrm tn-ntfs on the 
'existing hi>is of uxation. Aflju-ttncnts will h.ivc to "be made 
for clwnging riiciimstanroii a-; well ka for cliangc? in taxation. 
13c=i(k',-,, conMitulifinal changCh may involve e'l.ingcs in the 
finanri'il relation' hrtwifn the (‘ea'trc anti the Pnn’inccs. 

'' It wonlcl be of interest however to compare mir t.itimatcs 
of tl'.o revenue rcsoun.*-- of the Indian Dominion, particularly 
of the Central C.ovcrnintnt. with recent ofTn'inl t^timatc;' both 
of Undivided India and of the Indian Union. In Tnble 4" 
ave have rompared otir cetiin.atcs of the rt-veniic of the 
Central Government of the Indian Unioit ba'r-d oj\ the accounts 
of the year lf)44-4n of Undivided India with mon- recent 
ofTicial figures. For this ptirpo'", w-e leave inhen the revised 
estimates of 1910-47 and the Inidgrt estirn.ales of. 1947-48 
pre.scntcd to the Indian T.cpid.atnrc by the Finance' Minister 
in March 1947. Thc-sc figures \cca' for Undivided India. Wc 
have adjusted these figures for the Dominion of India in the 
Same proportion in whieh the different heads of revenue stand 
\o one another in our estimates for 1914-15. We have further 
tahen estimates of tlie Interim Budget recently introfluccd by 
'the Hon. Mr. Chetty for the Indian Union for 7i' months 
from 15th .August 19-i7 to Cist March 1948. We have' adjusted 
these figures for a period of one year for the purpose of 
comparison. Table 47 give^ these estimates in .a comparable 
form. ; 

file overes of aiwiit Rs. 25 rrorcs in the estimates based on 
Mr. Chetty’s Budget over llie Budget Estimates made by 
Mr. Liaqat .Ali Khan in Marcii 1947 can be accounted for as 
under- (u) There were olivions undcrcstiinales in the figures 
presented in March 1947. Complaints were made regarding 
this bv the business community in particular. This was parti- 
cularly true of Customs revenue which is now shown' at more 
jhan double the figure, (h) The net contribution from rafln’^iys 
>•05 shown as Rs, 759 lahbs in llic budget for Undivided 
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India. As now revealed by the Transport Minister in the 
Interim Railway Budget, this contribution is not available. 

In order to make these estiihates comparable we had to 
make some adjustments. In the estimates of Mr. Chetty 
under the head taxes on income, the figure is Rs. 118 crores. 
This includes Rs. 29.50 crores under ' Excess Profits Tax 
receipts. As we have excluded the E.P.T. from our basic 
estimates as shown in column (1), we have deducted this 
item from Mr. Chetty’ s figure in the first instance, thus get- 
ting an estimate of 88.5 crores from taxes on income for 
7^ months. Adjusting this for 12 months we get the figure 
of Rs. 141.6 crores. In our basic estimates we have excluded 
revenue from salt. We have therefore removed this item from 
the other estimates also, though an estimate of Rs. 50 lakhs 
on the salt revenue is included in Mr. Chetty’s estimates. 

So far as the revenues of the Central Government of 
Pakistan are concerned, we may hazard an estimate as under; 
In the budget of Undivided India as given in March 1947, the 
total revenue was Rs. 279.42 crores. Of this Rs. 40 crores 
were for E.P.T. If we deduct this in the first instance, and 
further deduct the estimated revenue of the Indian Union for 
1947,-48 as shown in column 3, viz. Rs. 208.27 crores, we 
are left with a figure of Rs. 31.15 crores which may be taken 
to be the revenue of the Pakistan Central Government. In 
wew of recent events, particularly the migration of the non- 
Muslim business community from Western Pakistan, the yield 
from some of the Purees of revenue may go down and its 
revenue therefore may not be more than about Rs. 30 crores. 

Expenditure 

So far as expenditure of either Dominion is concerned, it 
IS difficult to discuss the same under the present abnormal 
conditions through which we are passing. Though the esti- 
mates of the expenditure of the Central Government of the 
Indian Union from the date of partition up to 31st of March 
1948 were presented to the Assembly in November 1947, the 
c 
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Central Government of Pakistan has not yet done so, and 
therefore no detailed comparisons are possible. 

We shall however review briefly the more important items 
of expenditure. The following table gives the estimates under 
each major head of expenditure for the period 15th August 
1947 to 31st March 1948. 

Table 48. Expenditure of the Central Government of th 
Indian Empire from 15-8-47 to 31-3-48 
(in lakhs of Rs.) 


Direct Demands on Revenue 


(cost of collection) 

... 533 

Irrigation 

7 

Debt semces 

... 2052 

Civil Administration ■ 

... 2024 

Currency and Mint 

... 120 

Civil Works ... ■ 

... 621 

Pensions 

... 189 

Miscellaneous ; 

Expenditure on refugees 

... 2200 

Subsidy on imported foodgrains ... 

... 2252 

Other expenditure 

... 230 

Grants to Provinces 

45 

Extraordinary charges 

... ,192 

Defence Services (net) 

... 9274 


Total expenditure 197,39 


Defence 

As in the past. Defence remains the largest single item of 
expenditure and absorbs about 50% of the Central revenues. 
Because of the Punjab tragedy involving mass migra- 
tions of millions of people, because of acute political tension 
consequent on the division of the country, and because of the 
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breaking up and reconstitution of the Armed Forces of the 
country into two Dominion Forces, leading to the suspension 
of . the process of demobilisation, it has been decided tbat the 
present scale of expenditure will have to continue ior some 
time. Apart from these political factors, the implementation 
of the recommendations of ' the Pay Commission has also 
increased the Defence Expenditure. 

Interest and Pensions 

According to the terms of the Indo-Pakistan Financial Agree- 
ment, die Central Government of the Indian Union has taken 
upon itself the responsibility of pajdng interest charges on all 
the liabilities of the old Government of Undivided India. 
For the period 15th August 1947 to 31st March 1948, the gross 
interest paj'ments are estimated to amount to Rs. 30.45 crores. 
But if the whole year is taken into consideration, we find on 
the basis of the Budget Estimates for 1947-48 that the gross 
interest payments amount to Rs. 68.5 crores. Similarly, the 
expenditure on pensions between 15th August 1947 and 31st 
Mardi 1948 is estimated to amount to Rs. 189 lakhs, the 
expenditure for a whole year being Rs. 285 lakhs. Though 
each Dominion wll pay the pensions due in its territory, over- 
seas pensions have to be paid by the Indian Union. 

Refugees and Food Subsidy 

Besides these fixed charges, other abnormal items of expen- 
diture have arisen out of the partition. Because of the dis- 
turbances in the Punjab, and the large-scale migration of 
uon-Muslims from Pakistan into the Indian Union, the Gov- 
ernment of the Indian Union has to spend Rs. 22 crores on 
relief and rehabilitation of refugees. In addition the East 
Funjab Government has been gh'en an advance payment of 
Bs. 5 crores •, this amount has been included in the ways 
^nd means payment. The long-term problem of the gainful 
'Thabilitation of these, refugees has yet to be tackled and the 
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cxpcnfcs on tliat account have not yet been estimated. In 
the v.-ords o{ the Finance Mitustcc:— ” Those problems have 
impo.^rd a hca\y burden on the Central Exchequer, the 
magnitude of which it i.s not poi.sibic to assess at present. 
The budget of the Central Government for the next few ycare 
will be niatcrially affected by this unexpected development in 
the counfiy. Our whole programme of post-war development 
will have to be reviewed in the light of this context." Another 
item of emergenev c.xpcndifurc is th.at on food subsidies. The 
division of the countrs' has worsened the food situation. Sub- 
sidy on food imnorts" within 71 months is estimated to cost 
us Rs. 22.52 laJdis. 


DE^’rxo^^tK^TAI. Expeotiture 

The expenditure on imported food and that on the resettle- 
ment of refugees thus absorb Rs. 441 crorcs from a total 
provision of Rs. 1041 on civil expenditure. Out of the remain- 
ing amount of Rs. 60 crorcs, Rs. 5 crore.s bxs to be ear- 
marked for tax collections. Rs. 22J crorcs for interest charges 
and pensions, and Rs. 20 crorcs for civil administration, leav- 
ing only Rs. 12 crorcs for nation-building activities. Tlus. 
amount is only 7% of the total expenditure of the Central' 
Government. The above analysis makes it clear that because 
of the division of the country, the Government of the Indian 
Union will not be able to spare large amounts for purposes of 
schemes of development from its current revenues. There is 
not much scope for increased taxation, though there is some 
scope for retrenchment in expenditure which has not yet lost 
its wartime intensits' to any considerable extent. This means 
that the Pros-incial Governments w’ill have to be more and 
more self-reliant in their schemes of planning as thev are 
not to get their c.xisting subventions increased by any large 
amounts. In other words, both the Central and Provincial 
Governments will have to rclv more on loans than on revenue 
for development schemes. Wlicveas schemes which arc likely 
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to be productive, in the sense that they may yield enough 
receipts to pay the interest on the loans incurred for them, 
may be financed in this way, other schemes such, as those 
for education and health, which are not directly remunerative, 
may take a longer time because of want of adequate resources 
from current revenues. - 


IX. ASSETS' AND LIABILITIES 

! Financial Agreement with Pakistan 

! , The Financial Agreement with Pakistan which was 
; announced iti the Legislative Assembly on 12th December 
: 1947 lays down certain broad principles or formulae according 
I to which the assets and liabilities of the Central Government 
[ of Undivided Iniha will be divided between the Dominions 
' of India and Pakistan. Detailed figures of the actual amounts 
that will be involved have yet to be worked out in the light 
‘ of the method adopted. Though complete data for the appli- 
; cation of this method of division are not yet available, it is 
f proposed to apply this method with a view to making an 
5 of the share of each Dominion. The figures regarding 

• the different items of assets and liabilities as on 15th August 
: 1947 Me also not yet available. Our estimates are therefore 
I based on the revised estiinates for 1946-47 as published in 
*• the c.xplanatory memorandum to the Budget of the Govem- 
Undivided India, dated 1 st March 1947. 

; liabilities ma}' be divided into three parts: (i) those 
■■ '"nich have corresponding assets, yielding interest ; (ii) casht 
; Md securities' held on Treasury Account ; and (iii) liabilities 
'i by assets, known as uncovered debt. The interest- 

1 assets ' amounted to a thousand crores on 1 st Mardh 

' "^7* uncovered debt was Rs. 867 crores. The cash 
- and securities held on Treasury Account amounted to Rs. 514 
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crores on 1st March 1947. This was reduced to about Rs. 400 
crores on 15th August, and tliis latter figure has been, adopted 
in the Agreement. 


Interest-yielding Assets 

The most important of these assets are the physical pro- 
perties of railways and other commercial departments such as 
Rosts, Telegraphs and Telephones. It has been decided that 
each Dominion should own the physical assets of these com- 
mercial departments according to their location in their 
respective Dominions. So far as the liabilities are concerned 
it has been laid down that the Book Value of the railways in 
each Dominion should form the liability for that Dominion, 
except that in the case of strategic railways, it has been 
agreed to reduce the Book Value by 50%. The total capital 
at charge on 1st March 1947 for Indian railways was Rs. 808 
crores. According to the Book Values of the railways located 
in Pakistan, the liability of Pakistan would be Rs. 152 crores. 
The strategic railways are located in Pakistan and have cost 
Rs. 32 crores. According to the above formula, Pakistan 
would be charged wth only 50% of this liability and there- 
fore the total share of Pakistan in the railway debt would be 
assessed at Rs. 136 crores, the remaining Rs. 672 crores w’ould 
be the share of the Indian Union. It may be ■ added that so 
far as the movable property of railways such as rolling stock 
is concerned, it has been decided that the division should be 
on the basis of mileage-cum-traffic, which means that the 
rolling stock will be divided in the proportion of their relative 
requirements. 

So far as the other commercial departments like Posts and 
Telegraphs are concerned the same basis of division as in the 
case of railways applies. As the data for the purpose are, 
however, not available, we propose to divide these assets and 
liabUifies in the proportion of the number of post ofiices in 
each Dominion. On this basis we estimate that the share of 
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Table 49. Estimates of Division of Assets and Liabilities 
(Rs. in crores) 


ITEM 

Share of 
the Indian 
Union. 

Share of 
Pakistan 

Total 

Basis 

Capital at charge 




Book Value accor- 

on railways 

672 

136 

818 

ding to location ; 
strategic railways 

Capital advanced 




reduced to half. 

to commercial 
departments ... 

37 

11 f 

1 

48 

Location of Post 

and T elegraph 

Capital advanced 


1 


offices. 

to Provinces ... 

i 

49 

B ! 

1 

57 

Location of Pro- 
vinces 

Capital advanced 

i 




to Indian States. 

15 

2 

17 

Location of States 

Debt due from 


1 



Burma 

• 41 - i 

1 

7 1 

1 

48 

174% 

Deposit with 


1 



H.M.G. for Rly. 
liabilities 

18 

j 

4 

22 

Same as for rail- 
ways. 

Total interest-yiel- 





ding obligations. 

■ 832 

168 

1000 


Cash and Securities 

1 

i 




held on Treasury 
■ Account 

1^ 

j 325 

75 

400 

The Agreement 

Uncovered debt ... 

714 

153 

867 

174% 

Total 



2267 

1 

1 

Advance for Ofd- 

■■III 


1 

1 

1 

nance Factories ' 
& Security Press. ' 


6 

1 




402 
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PakisUin v.jl! Lc: Rs, 11 crorcs ab againit Rs. 37 crorcs o! 
the Indian L'nion. 

So far as the capiUil advanced to Provinces and Indian 
States is concerned, we have aisuincd tliat each Dominion 
will be responsible for the I'rordnces and States located in its 
area and have divided the liabilities accordingly. Regarding 
tile debt due from Burma, no reference is made in the Agree- 
ment. We have, however, divided this amount by assuming 
tlic share of Pakistan to be 171% which is the percentage 
adopted in aiiothcr case. Regarding deposits with H.M.G. ior 
railwaj’ liabilities, we have adopted the same ratio of division 
as in the case of tlie main railwaj' debt. We thus arrive at 
a division of interest-yielding assets and corresponding lia- 
bilities of the total value of Rs. 1000 crorcs into Rs. S35 
crorcs for the Indian Union and Rs. 165 crorcs for Pakistan. 

Other Assets aot Liabiuties 

So far as the cash and securities held on Treasury’ Account 
arc concerned, the Agreement has laid down that Pakistan 
should get Rs. 75 crorcs out of Rs. 400 crorcs as on I5th 
August 1947. Regarding uncovered debt which was Rs. S67 
crores on 1st March 1947, Pakistan is to be assessed at 17 
according to the Agreement, The uncovered debt was 
mainly for wars, and famines. The only asset against this is 
mililat}’ stores ; it has been agreed that Pakistan should get 
one-third of the military stores as c.xistcd on 15th August in 
Undivided India. As ordnance factories cannot be divided 
and are located in the Indian Union, it has been agreed that 
the Indian Lnion should advance the necessary sum to erect 
such factories in Pakistan. The same procedure will apply to 
the Nasik Security Printing Press, which will sciwe Pakistan 
till a similar press is established in Pakistan, for which the 
Indian Union wall advance the necessary amount to it. The 
total of these two advances is estimated at Rs. 6 crores. 
We haw not taken into account the liability for pensions, 
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for uhich the necessary data are not available. 

•The above estimates are brought together in Table 49, which 
viii reveal the position , of the division of assets and liabilities 

at a glance. , . ’ . , , _ 

According .to the above . estimate which, as we have said 
above, is subject to. correction in the light of actual facts, tlie 
liability of Pakistan is Rs. 402 crores. . The procedure regard- 
ing the payment of this . liability and the position of the 
existing holders of Government Securities has been laid down 
as under:— 

Method of Payment by Pakistan 

The Government of the. Indian Union will be the debtors 
to the holders of securities of the Government of Undivided 
India. . In other words, all those who hold Government Secu- 
rities issued by Undivided India, whether they are nationals 
of the Indian Union or of Pakistan will continue to receive 
..their interest, and in the case of terminable loans- also the 
principal, from the Government of the Indian Union as 
hitherto. The Government of Pakistan will pay its Hability 
as indicated above with interest in equal annual instalments 
oyer a period of 50 years beginning with .the fifth year from 
fte date of partition. The interest will be calculated on the 
basis of the average 3 deld .over a period of t%vo years pre- 
cetog the date of partition of the rupee and sterling secu- 
rities of the Government of India. 

Currency Assets* 

So far as the currency assets are concerned, their, division 
>5 governed by the Pakistan Monetary System and Reserve 
Jink Order issued by the Governor-General on the eve of 
.Partition as modified by the Agreement. In the first place, 
e notes issued in Pakistan will be ascertained. This will be 

For a discussion of this, see also chapters V and VII. 
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done in the following manner. The Reserve Bank will issue 
notes Nvith the inscnpnon “ Government ol Pakistan ” on .1st 
March. T94S tor circulation in Pakistan. These Pakistan notes 
will be exchanged for the current Indian no.ies, and it wU be 
possible by 30th September to ascertain the number and value 
of Pakistan notes which have gone into circulation in, this 
manner. The assets in the Issue Department of the Reserve 
Bank of India will be divided in the proportion in which 
the note circulation of Pakistan stands to the total notes in 
circulation, which nill be ascertained in the above manner as 
on 30th September 1948. The different types of assets such 
as silver, bullion, sterling securities, rupee securities and gold 
nill be divided in the proportion in which these types are 
held in the Reserve Bank. By the Agreement, it has been 
further laid dowm that Pakistan will be able to obtain an 
additional share of sterling balances upto a figure to be calcu- 
lated according to a formula laid down in the Agreement. 
These additional sterling balances \vill be sold to Pakistan 
from the frozen account in London in return for India rupees 
upto 31st December 1967. This method provides some elasti- 
city for Pakistan to obtain additional foreign exchange, if 
necessary. 

It IS obvious from the foregoing summary of the Agreement 
that different methods and principles have been applied in 
the division of assets and liabilities to different categories. We 
may assume that there must have been some give and take 
vith reference to each category and that the division actually 
effected indicates a compromise. The main feature of the 
Agreement, which is however open to criticism, is the method 
by which Pakistan will discharge its liabilities. In order to 
bring out the defects of the arrangement we shaU examine its 
effects in the short run and in the long run separately. 

Effects in the short run 

For the next few years, Pakistan will have no responsibiUty 
for making any payment regarding its agreed liabilities. It 
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will have all the assets, in the meanwhile, some of which 
will continue to earn interest, besides giving valuable services. 
During the same period, the Indian Union will continue to 
pay interest to holders of Government Securities in Pakistan. 
This payirieht will depend on the amount of such securities 
held in Pakistan. The gross payment- on account of interest 
on air kinds of debt as budgeted for Undivided India for 
1947-48 was, more than Rs. 68 crores. Even allowing for a 
most conservative estimate that only one-tenth of the holders 
of Government Securities are in Pakistan*, the payment of 
interest to such holders will be about Rs. 7 crores a year. 
This- means that the Indian Union will have to export to 
Pakistan goods and services worth this amount during the 
coming years without any equivalent. 

Effects in the long run 

From the fifth year onwards w’hen Pakistan is expected to 
give its instalments towards the repayment of this debt with 
interest, the position w'ill be that Pakistan wU have to export 
to the Indian Union goods of the value of such instalment 
each year. As this instalment will be in the neighbourhood 
of Rs. 15 crores, according to the above estimate, and as 
India will still continue to pay interest to the holders of 
Securities in Pakistan at the rate of about Rs. 7 crores, there 
\vill he a net receipt of Rs. 8 crores by India. To the extent 
to which there are changes in the holding of Pakistan nationals 
of Indian Securities some adjustment \vill take place. It must 
be remembered that these are estimates, but the broad general 
effect is obvious. 

Inter-Governmental Debts 

It would not be inappropriate to refer to the fate of inter- 
Governmeiital debts between sovereign states. The history of 

* In chapter VII, we have shown that Pakistan's share of bank deposits 
and advances etc. was one-tenth of the total for Undivided India. We 
have adopted the same share for the existing holders of the public debt 
of Undivided India. 
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international lending shows tliat the creditor countries have 
invanabiy lost large . amounts invested by them in debtor 
countries, because of the inability of the debtor countries to 
pay or because of political changes or other unforeseen circum- 
stances. The Inter-Allied debts after the first World War for 
which solemn pacts were made for repayment over a long 
period were not repaid after the first few' years. The debt 
incurred by tlie U.K. from India and other Empire countries 
during the war, which have taken the form of sterling balances 
has already caused serious difficulties, and proposals for scaling 
down the amounts have been made by responsible parties in 
the U.K. We are not in a position to say now how much 
of this frozen credit of India will be really available lor oui 
use. In the case ol die debt due from Burma, it w'ould 
be interesting to obtain from the records of the Government 
the actual position, and to know whether the Government of 
India expect to realise the outstanding debt from Burma in 
any reasonable course of time. The U.K. on the other hand 
was able to recover the amounts which it loaned to the Gov- 
^ment of India in tlie past, mainly because it was the ruling 
country and it had merely to take the instalments from the 
dependent countr}E Fifty years is too long a period for the 
repayment of any debt, particularly between two independent 
Governments. Changes in economic circumstances, changes 
in political power and changes in mutual attitude may go 
against such repa3mient, and no one can foresee today the 
nature or magnitude of such changes over a long period. 

Proposed Safeguards 

It may be suggested that in order to safeguard against any 
such unforeseen difficulties and to secure the economic interests 
of the people of the Indian Dominion, who are now asked to 
pay in order that Pakistan may enjoy the fruits of separation, 
the following arrangements ought to have been made:—' 

^ 1. The Government of Pakistan should mobilise the Secu- 
rities of Jie Government of India held by its nationals. They 
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should be exchanged for Pakistan Securities of equivalent 
value. These securities should be handed over to the Govern- 
ment of the Indian Union, the liabilities of Pakistan to that 
extent being treated as cancelled. This would, on the one 
hand, reduce the liabilities of Pakistan to the Indian Union 
without any cost to Pakistan, except for printing the secu- 
rities and at the same' time, reduce tlie interest charges that 
the Government of ' the Indian Union will have to pay to 
Pakistan nationals hereafter. The Government of Pakistan 
would be required. to pay interest to its own nationals on the 
securities issued by them. That amount would however take 
the place of a corresponding reduction in its instalments other- 
wise due to .India.. 

2. In view of the' fact that Pakistan is likely to have a 
favourable balance of trade with the Indian Union to the 
extent of about Rs. 47 crores a j'ear, the assumption about 
the inability of Pakistan to pay its agreed debt to India soon 
is not correct. The Agreement needs modification providing 
for a speedy settlement of the debt by means of resources 
which Pakistan is known to possess in the form of a large 
net exportable surplus. 

3. An agreement on joint economic and commercial policy 
along with a customs union in mutual interest ought to have 
been made an essential corollary of this t 3 q)e of Financial 
Agreement which^nvolves repayment of debt to the Indian 
Union over a larg^number of years. Such an agreement on 
economic and commercial policy would of necessity have led 
to an agreement in political and defence matters. Under the 
present arrangement the making of such an agreement has 
been left to goodwdll, and it has been announced that the 
bvo Governments have agreed to initiate discussions regarding 
^ common economic policy. It may be pointed out that the 

J’glo-American loan given after World War II contained 
provisions 1)3^ which the U.K. agreed to certain trade arrange- 
ments with the U.S.A. as a condition of the loan. 

“f- A settlem.ent of the question of the division of assets 
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and liabilities of the Punjab and Bengal between the newly 
created Provinces ought to have been a part of this Agree- 
ment. These two provinces have been the greatest sufferers 
by the partition, and their problems still await solution by 
the Arbitral Tribunal. It would have been possible to get 
satisfactorj’- terms for East Punjab and West Bengal, if the 
settlement of their claims was included in the Financial 
Agreement. 

Conclusion 

' It is obvious from the above that the Financial Agreement 
needs drastic rewsion in several respects to secure the legiti- 
mate interests of the tax-payer of the Indian Union. When 
the full implications of the Agreement are realised, it is hoped 
that the revision urged here will bo demanded by all con- 
cerned. 


X. SUMMARY AND CONCLUSION 

Summary 

The following is a summary of the main tendencies which 
have been established in the foregoing pages. 

Population 

Three-fourths of the entire population of Undivided India 
is in the Indian Union which covers only two-thirds of the 
entire area. 

Whereas two-thirds of the total population of Pakistan is 
concentrated in East Bengal it accounts for only one-fourth 
of the total area of Pakistan. 

In the Indian Union the States cover about 40% of the 
total area, but have only 23% of the population. 

The population of the Indian Union is relatively more 
urban than that of Pakistan. 
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The communal problem is not solved by the partition. The 
Indian Dominion had 36.8 million Muslims who formed 12.8% 
ot its population. Pakistan had 19.4 million non-Muslims who 
formed 27% of its population. Allowing for the maximum 
exchange of population due to the Punjab tragedy, Muslims 
in India will be 31.6 millions or 10.5% of the population. 
The number of non-Muslims in Pakistan wll go down to about 
15.2 millions who will form 18.6% of its total population. 
As a result of the Punjab tragedy, the population in Western 
Pakistan becomes -predominantly Muslim and in Eastern 
Punjab predominantly Hindu and Sikh.. But the inter-mixture 
of population^ is still so great, that a complete transfer is 
impossible. 

Agriculture 

Both the Dominions depend on agriculture as their principal 
occupation. Pakistan is favourably situated inasmuch as 
36% of its 'cultivated area has irrigation facilities ; in the 
Indian Union only 18% of the cultivated area has a similar 
advantage. Most of the irrigated' area of Pakistan is located 
in Western Pakistan. Western Pakistan has a surplus of 
food, mainly wheat, but Eastern Pakistan is largely deficit 
in rice. The Indian Union has a deficit of food. Pakistan 
has a surplus of raw cotton and raw jute, both of which are 
required by the Indian manufacturer. 

The yield of milk by an average milch cow or milch buffalo 
in Western Pakistan is much higher than that of a cow or 
buffalo in the Indian Union. Pakistan has enough raw 
materials for the hides and skins industry, but has very few 
tanning factories of the modem This will affect her 

relative importance in the exports of hides and skins. 

Industries 

■ The Indian Union has the major share of industries. The 
Indian Union has 86% of the total industrial establishments 
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of Undivided India and 907o of the total industrial popula_- 
tion ; the size of industries in the Indian Uiiion is larger 
it has more -of perennial factories and less of seasonal factories 
and contains a diversitj' of the major industries in the country. 

Pakistan is industriallg' backrvard. It has less than 10% of 
the industrial establishments of India and less than 8% of the 
industrial population. The size of her industries is compar- 
atively small; it has the larger share in seasonal factories. 
Some of the important industries are riot to be found in 
Pakistan or have a meagre place in her economic structure. 


Trade betv.'een India and Pakistan 

Pakistan is in a position to supply some food, mainly wheat, 
to the Indian Dominion. India will also require some raw 
cotton from Pakistan. Pakistan depends on India for the 
supply of cotton piece-goods. Pakistan is also deficient in 
sugar, and India would be able to supply her requirements. 
In the matter of coal, the dependence of Pakistan on the 
Indian Dominion is great. Similarly, Pakistan will have to 
obtain steel and cement from the Indian Dominion. So far 
as jute is concerned, whereas the Indian mills require Pakistan 
raw jute, the jute grower of Pakistan has no other market 
of importance and is dependent on the Calcutta manufac- 
turer for the disposal of his product. To some extent he is 
also dependent on the Calcutta merchant for the export- of 
his produce to foreign countries. Considering all .things 
Pakistan is likely to have an excess of exports over imports 
from the Indian Union to the extent of about Rs. 47 crores 
a year. 

Trade with other countries 
The share of the export trade of Undivided India is' esti- ■ 
rnated to be in the ratio of 80 20 between the Indian Domi' 
nion and Pakistan. The share of the import trade is similarly , 
estimated to be in the ratio of 85 : 15. Pakistan has a favour- 
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able balance of trade both with the Indian .Dominion and 
other countries. The Indian. Dominion' has' an ad'verse balance 
of trade both with Pakistan and • other countries. The. trade 
of Pakistan is predominantly iwith the Indian Union.- The 
Indian Union has much more trade with other countries com- 
pared with her trade with Pakistan. The' recent, suggestion to 
develop the export trade with a view to earning foreign 
exchange will have to be made more definite ; unless pro- 
duction is. increased in those commodities for which there is a 
market abroad, the possibilities of greater exports are limited. 
Our capacity to purchase imports will be limited by the value 
of our export trade. 

Our foreign exchange resources in the form of sterling 
balances' w’ill not be utilised for’ current imports. They will 
be reserved for the imports of capital goods. Because our 
foreign, exchange resources for the import of current require- 
ments' "are limited, restrictions on' imports have been recently 
imposed. We shall also have to reduce our imports from the 
U.S. A. as we are dependent for the supply of dollars on the 
Empire Dollar Pool and the prevailing dollar crisis in the 
U.K, w’ll ha-ve its effect on us. 

The. amount of sterling balances which will be available to us 
from lime to time. will depend on the agreement with the U.K. 
The share' of Pakistan in this has been defined as the ratio of 
note circulation in Pakistan as on 30th September 1948 ; 
Pakistan can obtain some more sterling from the balances on 
payment of an equivalent amount of rupees to India. 

Currency, Banking and Insurance 
• 'The Government bf Pakistan will have its own currency 
ns soon as possible and in the meanwhile provisional -arrange- 
ments have been 'made for the use of the existing . currency 
in Pakistan and ’for the Keserve Bank '-of India to act as 
the Central Bank for Pakistan, till the' Government of Pakistan 
is-able to make its own arrangements by September ,p48.-^ 

•‘So far ias -banking is coricern’ed -the - position of 'Pakistan 'is 

"1 
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somewhat weak, and it has been made weaker by the Punjab 
disturbances, which have led to a flight of capital from and 
closing down of banking offices in Western Pakistan. The 
Clearing House Returns and recent banking statistics show 
the comparatively weak position of Pakistan in banking and 
business activity. The same remarks apply to insurance. 

Transport 

The partition has resulted in the division of railway mile- 
age ; the Dominion of India will have 24,565 miles, Pakistan 
having 6,748 miles of which 1,817 will represent strategic 
railways. The railway budget (1947-48) of the Indian Union 
has already shown a deficit. The railway budget (1947-48) 
of Pakistan is bound to show a deficit. 

Regarding shipping the position of Undivided India -has 
been unsatisfactory. With a 3% share of the world’s total 
trade. Undivided India had only .24% of the world tonnage. 
Indian shipping handles about 25% of the coastal trade and 
2% of the overseas trade. The share of Pakistan in the 
tonnage is meagre. A beginning has been made bj' the regis- 
tration of a Muslim company in Karachi. 

The same is true about civil aviation. Jlost of the Air 
Line Companies are in India and Pakistan will have to develop 
its own Air Wa3^s in due course. 

Public Finance 

Our estimates of the resources of the two Dominions show 
that the Central Government of the Indian Union would have 
a rer'enue of Rs. 225 crores as against Rs. 35 crores in Pakistan. 
The revenue of the Provinces in the Indian Dominion is estir 
mated at Rs. 156 crores as against Rs. 46 crores in Pakistan. 
Wfliereas the provincial shares are roughly in proportion to 
-population, the position of the Central Government of Pakistan 
is rather weak. It is difficult to make an estimate of the 
expenditure requirements of the two Dominions. But it;we 
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take into account the principal item, viz. defence semccs, for 
which the Indian Dominion has to spend Rs. 93 crores in 
7| months from 15th August 1947, and even if \vc estimate 
that -Pakistan will require at least one-third of this amount 
for defence expenditure for the whole year, almost the entire 
revenue of the Central Government of Pakistan will be 
swallowed up in this single item only. Pakistan will there- 
fore have to find other sources of revenue on the one hand 
and economise her public c.xpenditurc on the other. 

Assets and Liabilities 

This difficult position of Pakistan was exploited in the divi- 
sion of assets and liabilities which was recently announced. 
Pakistan is assumed to be not in a position to undertake 
immediately the liabilities which arc assigned to her by mutual 
agreement.* They will take the form of a debt to the Indian 
Dominion to be paid over a period of 50 years beginning 
from the fifth year since the partition. 

An estimate of the liabilities of Pakistan shows that she 
Villi owe to tlie Indian Union about Rs. 400 crores. An 
examination of the method of repayment as laid down in the 
Agreement, has revealed the fact that it is not satisfactory 
and that therefore adequate safeguards for the same should 
provided. A revision of the Agreement has been suggested 
to .secure the legitimate interests of the Indian taxpayer, as 
Pakistan would be able to repay the debt soon with the help 
of her net exportable surplus, estimated at Rs. 47 crores 
a year. 


Conclusion 

The foregoing review of some of the more important aspects 
of economic life affected by the partition reveals the funda- 
mental economic interdependence between the two Dominions. 
Phe existence of an interdependent economy throughout Un- 
divided India, now for nearly two centuries, has created a state 
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of affairs which cannot, be easily set aside. It is obvious that 
any attempt at economic warfare or at obtaining economic 
advantage by one at the cost of the other would result in a 
scries of other forces of a similar nature, involving disastrous 
consequences to the economic slnicturc of both the Dominions 
and making their progress difficult. It would have been desir- 
able, if this need was recognised in the Financial Agreement 
recently made bj' an explicit undertaking in this connection 
providing for a joint economic policy by the two Dominions. 
It is to be hoped however, that the good-will created by this 
Agreement will be translated into further economic bonds 
behveen the two Dominions by the evolution of such an agreed 
trade and economic policj' designed in the mutual interests 
of both. If however, economic warfare is forced on us, we 
should l>e prepared for it in advance. 
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None OK Statistics 

The statistics used in this brochure arc mainly compiled 
from Government publications. The data furnished by these 
publications, however, arc inadequate as they are collected 
primarily for administrative purjioses. During the war both 
the Government of India and the Provincial Governments 
withheld the publication of sucli important annual reports as 
the “ Statistical Abstract for British India ” and the depart- 
mental Administration Reports. Even the Census Report for 
19-11 has been considerably abridged and data for such 
important items as occupational distribution have not bren 
given. These deficiencies had to be tided over making 
estimates, wherever necessarje The important statistical 
sources consulted for each chapter arc shown below; — 

I. POPULATION AND AREA 

Population statistics have been compiled from the ' Census 
of India ” 1941, which has also been the basis on which the 
political division of the countrj' was effected. The population 
of the country'' must have increased considerably during the 
past seven j'cars, but it is assumed that this increase has been 
spread evenly over the two Dominions. District- and fehsil- 
wisc figures have been compiled according to the boundanes 
fixed by the Partition Plan of 3rd June 1947 and the Award 
of the Radcliffc Boundary Commission. As regards the transfer 
of population as a result of communal disturbances, especial y 
in the Punjab, the estimates presented by the Mmister tor 
Rehabilitation and Resettlement of the Indian Union to the 
Constituent Assembly have been used. . 

' THe ’populatiori statistics given in this chapter provide h 
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basis for estimates in the case of some important issues dis- 
cussed in the chapters on public finance and trade. 

II. NATURAL RESOURCES 

(A) Agriculture and Livestock '. — The latest and detailed 
District- and Tehsil-wise figures are available only for the 
year 193S-39. These have been taken from the " Agricultural 
Statistics of India ” (Volumes I and II) for the year 1938,-39. 
Figures of sugar production are adjusted on the basis of the 
" Report of the Panel on Sugar Industry'.” Figures of Jute 
production are taken from the " Annual Report of the Com- 
mittee of the All-India Jute Manufacturers’ Association,” for 
tlie yeai' 1946. Figures for coffee are taken from ” Statistics 
relating to India’s War-effort.” The other publications con- 
sulted are " Indian Tea Statistics,” 1943 and “ Report on 
the Marketing of Tobacco,” 1941. The livestock resources 
for the dairy industry' have been compOed from ” Indian 
Livestock Statistics ” 1940, while livestock resources for the 
hides and skins industry have been compiled from the Mar- 
keting Reports on Hides and Skins issued by the Government 
of India. 

(B) Minerals : — The data relating to the production of 
chief minerals in India are taken from the journal ” Indian 
Minerals ” (Vol. I, No. I) and relate to the year 1944. 

III. INDUSTRIES 

The statistics relating to industrial establishments and 
emplojmient are taken from the biennial report •' Large-Scale 
Industrial Establishments in India. 1943.” Though this 
report was not published because of war-time paper shortage, 
it was not confidential, and it was made available to one of 
the research students of the School of Economics by the 
Office of the Director General of Commercial Intelligence and 
Statistics, ■ Calcutta i The latest published report is for. 1941. 
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, ' VI. TRANSPORT 

(rt) Railways : The - data supplied in Railway Budget 
hooks of the Government of India have been adjusted accord- 
ing to the terms of the Financial Agreement between India 
aiid Pakistan. 

(b) Shipping: " Report of the Reconstruction Policy Sub- 
Committee on Shipping” 1947. Estimates of division 
made on the basis of tonnage and location of the companies 
owning the ships. 

(C) Civil Aviation: " Indian Skyways ” a monthly publi- 
cation. Pakistan’s share has been worked out on the basis 
of location. 

1 

VII. CURRENCY AND BANKING 

The " Pakistan Monetary System and Reserve Bank Order " 
1947 gives the details of the arrangement by which the Reserve 
Bank of India will continue as the Central Bank of Pakistar 
until Pakistan has its own currency and banking system. 

The banking position has been analysed mainly from three 
points of view; — 

((t) The number of offices of scheduled and non-schedulec 
banks in both the Dominions. 

(6) Assets and liabilities of scheduled banks (from weeklj 
Statements on the Position of Scheduled Banks issuec 
by the Reserve Bank). 

(c) Clearing House Returns: On the basis of the Reserve 
Bank of India Report on Currency and^Finance for 
1946-47. 

■ Regarding {a), many offices in Pakistan have since closed 
down or migrated to India. The Reserve Bank states that 
the - figures !■ relating to (b) are provisional and- complete 
information is not available for Pakistan. - , . 
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VITI. REVENUE AND EXPENDITURE 

Statistics of public fiuanco have l>ccn compiled from the 

budgcls of the Central and Provincial Govcmmcnts. tlic 

Utcii income-tax report available was only for the year 1944-45, 

ihc estimates relatinp to Central and Provincial finances had 

to be made iiiitiallv for that vear and on that hasi-, extended 

to the later years. Our estimates have been comnan.'d with 
» * 

tec of the Interim Bud.riet of the Central flovernmont of 
the Indian Union for a period of 71 months Ixilwccn iSlh 
Angust 1947 and 3!si March 1948. It has l>ecn found that 
enr tstimates appro.ximate to the latter in mn.ri c.i5es. Tim 
main puqjo'ic of the chapter, however, is to show the long- 
leiin tcndcncic-s in the finaneial structure of Central and 
Prorincial Governments in l)oth the Dominions on the basis 
nf c.visting rale* of taxation. 


IX. ASSETS AND LTABIEITIES 

The Financial Agreement between the Government of India 
iod Use Government of Pakistan, which has been analy.eccl in 
letail, enunciates the principles on which the division of the 
I’ublic Debt of the Central Government of Undivided India 
‘etween the tv/o Dominions will he made. Applying these 
Jnnciplcs of division to the various categories of our Public 
bbt a? given in the Revised Estimates for 1946-47, the latest 
aailable data, wc have worked out the probable shares of 

Dominion. * 
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APPENDIX IV 

Estimates of Imports and Exports — Indian Union and Pakistan 



Steel, leather goods, jute raanufac- 
- tures, metals and minerals, glassware 
and other miscellaneous articles ... Approximately 





Estimated Exports of Pakistan to the Indian Union, 
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Hk’ fif t!!!'. p(\'!".ri:)t tc’ rr-vkv. brisSy iht hte;.t 
!levdo:.n:(:\!'. rtHirl-vl 5n ti’.t Tvn'.Ml fS t5«* 

juon r'f iii.-ir. .ir.d l-'.-ikiM-.n ivr ih-' yr.tr if> tb.it th: 

jiirt.tiil pri'cntid in thi'. ni-iy 5^: {sruncn; upUy <h!c 
.-.s f-ir rt'-' p'-ib'c. 'H-.h ft’tftripvtl tiniVT rhi .ippropri-'-tt 
tij.tp'.cr litruHnc.; o{ Ute h>o\:, t!ut it rnny In' ta.-y for tht 
;t.idfr to '^iiidr th:* si’.cx'nii! tiUin:* vitji tlsr rh.tptcr 

cc.nitntfd. 

]V. TRADE )timVEES INDIA AND PAKISTAN 

Til'- .‘'i.ttidftil! At^rrcnKn; Ivlvvirn Indirt and p.'.ki.'^t.uj pro* 
vid. d io: tlic contititi.tm- of thr Jhrn i.'.i'.Jiny fri-r tradr front 
ISih Atipti'd l‘-M7 ttbi-r. pnni'i'-n tt-t'k r'frct, upto 1« 
M.Trcl: H'lS. not Juiiy «/!r./:Vt<3 innsninch ns rrcpatl 

diilic-. on jtitr nnd t.otton h.'-vi h«cii kvictl by Pnkistnrt in 
the interv.'l, licsidc', thtrt- ‘.ten' othtr intjwdintent.'' to trndi 
bctvutJi thf two l>;)niiri!0!i= dnc to coinniun.'tj tii'-titrbnnrei 
and lulmististmtivo Tf'trk'tions of n vnriay of mtuic. The 
OovtninKnt of Imiin hnve now dcclnrrd P.tlti'tnn to Ik a 
fonmn countiy for liic t tirpofc of li.-%yint.’ riiMont-t tittUr? with 
cfHcf fiom Ift Mnirli JPfS. Both the Govcmnn’tit.s have 
levied rertiiii new tai!i‘s in fJu-ir inidcets for 1P4R-4!) and 
these came into opetation frero 1st Match 19fR. \Vc shall 
now have a customs line acn>?' the boniers of the two Domi- 
nions r-nd trade pardriR in either diri-clicn will h.avc to pay 
tlic import or export duties a> the case may be. The <\uantut!! 
of trade iKtwcen the two Dominions which would have 
existed under condilion.s of free trade is Ixmnd to be afTccied 
adversely. The c.xtent of thi.s effect cannot lx; ascertained in 
concrete tenns. An attempt is liowevcr made IkIow to an.a- 
Iy.se the nature of ihcfo eficct.'. 

Among the export dulic.s levied hy Pakistan we may men- 
tion the following: — 

1. An export duty on raw jute at Rs. 15 per pucca hale. 
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, 2. An export duty on raw cotton at Rs. 60 per bale 
; ' of 400 lb. 

3. A 10% ad valorem export duty on raw hides and 
skins. 

4. A 10% ad valorem export duty on cotton seeds. 

It is obvious that these raw materials have been hitherto 
exported by Pakistan areas mainly to the Indian Dominion, 
where they . are utilised in Indian factories for the pmpose 
of ■ manufacture or in some cases for export in' their raw 
state, as in the case of jute. The nominal object of these 
duties is to raise revenue for Pakistan at the cost of the 
Indian or foreign consumer. If the effect of these duties is 
to lower the price of these commodities before export, part 
of the incidence of export duties will be borne by the Pakistan 
grower and/or e.xporter. To a substantial extent, however, 
the duty will have to be paid by the importer and will raise 
the price of the corresponding manufactured coirunodity in 
India. Pakistan ' has also levied an import duty on sugar 
which she imports from the Indian Dominion. The incidence 
toU obviously fall on the Pakistan consumer who is asked 
to pay a sum of Rs. 20 per cwt. 

■ The ne\v e.xport duties levied by the Indian Dominion 
are; 

1. A 25% ad valorem duty on cloth and cotton yarn 
with the exception of handloom products. 

2. Rs. SO per ton on oilseeds. 

3. Rs. 200 per ton on vegetable oils. 

4. Rs. 20 per ton on manganese. 

■About half of our exports of cotton cloth and yam go to 
Pakistan. To tliis extent the duty will fall on the Pakistan 
consumer. So far as the other commodities are concerned, 
it is possible that Pakistan will take some of the vegetable 
products, but she is not likely to take any appreciable quanti- 
ties of oilseeds and manganese. This shows that the export 
duties levied by the Indian Dominion are intended for revenue 
purposes on commodities which are exported to different coun- 
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tries, the share of Pakistan being smaU in the same. Whereas 
tlie expon duties levied by Pakistan are likely to affect the 
trade between India and Pakistan, the export duties levied by 
India are of a more general nature and will affect the trade 
with several other countries. ■ - • ' 

! In spite of the effects of these duties our general condu- 
sion regarding the balance o£ trade holds good. • Subject to 
variations in figures, Pakistan will have a fae'durable balance 
of trade with India, because India is likely to require the 
commodities in question as before, in spite of . the export 
duties, at least for come time to come. ■ 

From another point of view the duties levied b 3 ' Pakistan 
appear to be in the nature of bargaining counters. The 
Finance Minister of Pakistan has made the following observa- 
tion in his Budget Speech; " We are. however, most anxious 
to avoid the imposition of any unnecessary barriers of trade 
between the two Dominions and - we shall do our utmost to 
arrive at a settlement which will be fair to both the parties.” 
Negotiations for a trade treaty between the two ' Dominions 
have not so far progressed much. Any settlement will have 
to take note of thesi export duties, whidi will be used to 
extract concessions from India, if India desires reduction -in 
one or more of these duh'es. 

V. TRADE WITH OTHER COUNTRIES 
In connection with the discussion on sterling balances which 
took place recentlj', it was necessarj^ for the Government of 
India to make estimates regarding our balance of payments. 
As the Agreement on sterling balances is onlj' upto June 1948, 
these estimates were also made for that period. It has been’ 
estimated that during this period India will ■ cam through 
exports and other sources Rs. 208 crores. During the’ same 
period if is expected tliat India will have to pay Rs.' 260 
crores for' imports and for other services. In this a sum of 
Rs. 61 crores is assumed for the purchase of food during the 
six months. - - 
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It may be pointed out that in Chapter V we have made 
estimates only of the balance of trade on private account 
between India and other countries on the basis of trade 
■figures for the years 1938-39, 1945-46 and 1946-47. These 
estimates cannot be compared with those given-by the Finance 
Minister which relate to balance of payments. Estimates of 
balance of pajunents include not only trade on private 
account, but also trade on Government account, which is 
now heavy because of food imports, movement of treasure, 
payments for services such as shipping and insurance and so 
,on. In the above estimate separate figures of private trade 
in merchandise are not given. 

• The recent Agreement with the United Kingdom regarding 
uontmuation of the Interim Agreement on sterling balances 
upto 30th June 1948 was with reference to these estimates. 
The Agreement proyides for the transfer of £18 million or 
Rs. 24 crores to Account No. T from Account No. II. It 
.may be pointed out that these two Accounts were created 
■when the Interim Agreement .was made as explained at 
pages 55 and 56. The existing balance in Account No. I 
will be carried forward. This will be subject to some reduc- 
tion inasmuch as a part of it will be transferred to Pakistan 
Under the' Financial' Agreement. It is assumed that the 
amounts thus made available plus some loans from the Inter- 
national Monetary Fund will enable India to meet the anti- 
dpated deficit of Rs. 52 crores or £39 million. 

Another feature of this Agreement is that whereas in the 
Interim Agreement, the sterling made .available to us in 
■Account No; I was nrmllilaterally convertible ; under the new 
■nrrangement.a'^ limit has . been put to the right of India to 
such convertibility, viz,, £10 million or Rs. 13.33 crores. It 
Ison account >of this limit 'that India \vill have to seek a loan 
■from the International Monetary Fund, as our balance -of pay- 
ments to the U.S.A. v/ill not be met otherwise. ' 

A similar Agreement has been made by U.’K. with Pakistan. 
Under this, Pakistan will be credited with a sum of £20 
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million consisting of: (1) £10 million as working capital ; (2) 
£6 million on capital account ; and (3) £4 million being the 
balance from the accounts of the year 1947. The convertible 
sterling allowed to Pakistan amounts . io £3.3 million or 
Rs. 4.2 crores. 

VIII. REVENUE AND EXPENDITURE 
Dominion of India 

We are glad to be able to point out that the rough estimates 
made by us about the revenue resources of India and Pakistan 
on tlie basis of figures of previous years for Undivided India 
have proved substantially correct. Whereas we estimated that 
the Government of India would get a total revenue of Rs. 225 
crores on the existing basis of taxation, the estimate of the 
Finance Jlinister is Rs. 230.52 crores. 

It may be added that after meeting the various charges the 
amount available for nation building departments such as 
education, medical and public health and so on is only Rs. 21 
crores which is about 8% of the total expenditure as against 
7% estimated by us. ' 

The probability of a cut in the capital expenditure to be 
given by way of grants by the Centre to the Provinces for 
post-war planning and development has now been remoi’ed. 
The Finance Minister has now review’ed the position and has 
agreed to keep the grants at the original levels, though it is 
expected that it will be spread over a somewhat longer period 
of time than before. The total grant to the Provinces' in view 
of the separation is now estimated af Rs. 170 to Rs. 180 
crores. 

It may be of interest to the reader to have for the purpose 
of ready reference the estimates of revenue and expenditure 
under major heads as presented to the Assembly by the 
Finance Minister on 2Sth February, including additional 
taxation. 
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' The new budget proposals are summarised below; — 

(A) Relief in Taxation b}>- (i) reduction in the rate of 
Business Profits Tax ; (ii) .reduction' in Supertax by raising 
the limit at which maximum rates arc applied ; (iii) reduc- 
tion of tax rates on companies with an income of Rs. 25,000 
and less ; (iv) exemption of donations to charities from tax- 
ation upto a maximum amount of 2i lakhs ; and (v) exemp- 
tion from income tax of amounts paid as taxes to municipal 
property. The effect of the various reliefs in taxation and 
the changes in income ta.x would be a net loss of Rs. 6.46 
crores. As against this, there will be a revenue of Rs, 4.5 
crorcs by waj- of net contribution of railways to the general 
budget. These factors will raise the original deficit of Rs. 26.85 
crorcs to Rs. 28.81 crores. 

(B) Rs. 10 crores out of this deficit would be covered by 
taking direct to revenue the advance pajunents of Corpora- 
tion tax, which were hitherto treated as deposits. 

(C) New export duties on cotton cloth and yam (e.xclud' 

ing handloom materials), vegetable oils and manganese arc 
expected to bring in a revenue of Rs. 3.3 crores. Additional 
import duties on motor cars, cigarettes, cigars and manufac- 
tured tobacco, and additional excise duties on cigarettes, tea, 
coffee and matches would raise the revenues by Rs. 13.4 
crores, whereas the increase in Post and Telegraph rates would 
bring in Rs. 40 lakhs. The total revenue raised by additional 
taxation would be Rs. 17.72 crorcs, leaving a final deficit of 
Rs. 1.09 crores as shown below: 

Deficit on the e.xisting basis of Taxa- Rs. crores. 

. 26.85 . 

Relief in Taxation 6.46 33.31 

Estimated additional receipts from 
Taxation, etc., as above 27.72 

Estimated contribution from rail- 

_ ... 4.5 32.22 


Net deficit ...' 1.09 




